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FARM CREDIT ACT OF 1956 


MONDAY, APRIL 23, 1956 


Unrrep Srares SENATE, 
SUBCOMMITTEE ON AGRICULTURAL CREDIT AND 
Rurau ELECTRIFICATION OF THE COMMITTEE ON 
AGRICULTURE AND FORESTRY, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:10 a. m., in room 
324, Senate Office Building, Senator Spessard L. Holland presiding. 

Present : Senators Holland (presiding), Scott, Mundt, and Schoep- 
pel. 

Senator Hottanp, The subcommittee will nae come to order. 

This is a hearing called on three Senate bills, S. 3549, S. 3550, and 
S. 3564 which cover the same subject matter. 

The chairman of the Senate Committee on Agriculture and For- 
estry, Mr. Ellender, introduced by request the first two bills, 3549 and 
va 

S. 3564 was introduced by me and I understand from the officials 
of the Farm Credit Administration that some changes are embraced 
in that bill which do not occur in either of the two bills introduced by 
Senator Ellender. 

Therefore, I am going to have a copy of S. 3564 placed in the record 
at this time, with the underst: inding that all measures are before the 
committee and if there be any substantial question that arises from 
7 ¢ ‘hanges in wording, they may be considered by the subeommittee. 

S. 3564 will be included in the record at this point. 

(S. 3564 is as follows:) 


[S. 8564, 84th Cong., 2d sess.] 


A BILL To merge production credit corporations in Federal intermediate credit banks ; 
to provide for retirement of Government capital in Federal intermediate credit banks ; 
to provide for supervision of production credit associations; and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Farm 
Credit Act of 1956.” 


DECLARATION OF POLICY 


Seo. 2. It is declared to be the policy of the Congress to continue to provide 
agriculture with a sound, dependable, and effective source of credit; to promote 
the efficiency of the farm credit system by merging production credit corpora- 
tions in Federal intermediate credit banks and to facilitate farmer ownership 
of the merged banks and retirement of Government capital therein; to encourage 
and promote the continued growth and development of the production credit 
associations as self-supporting cooperative lending insitutions operating on a 
sound credit basis with maximum local authority to determine credit needs 
and loans policies consistent with the maintenance of a national preduction 
eredit system; and to continue to provide other financing institutions making 
loans to farmers and ranchers with the right to borrow from and rediscount 
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2 FARM CREDIT ACT OF 1956 


with such merged banks on a basis comparable with the production credit 
associations regardless of the ownership of such banks. The provisions of this 
Act shall be construed in keeping with this declaration of policy. 


TITLE I—PRODUCTION CREDIT SYSTEM 


Sec. 101. MERGER OF PRODUCTION CREDIT CORPORATIONS IN FEDERAL INTERMEDI- 
ATE OrEDIT BANKS—(a) TRANSFER OF AssetTs.—The production credit corpora- 
tion in each farm credit district is hereby merged in the Federal intermediate 
credit bank of the district and all assets, funds, contracts, property, and 
records belonging to such corporation, except stock in production credit asso- 
ciations, are hereby transferred to and vested in such bank. All obligations and 
liabilities of the production credit corporation shall be assumed by the Federal 
intermediate credit bank of the district. Stock held by each production credit 
corporation in production credit associations is transferred to the Governor of 
the Farm Credit Administration to be held by him on behalf of the United 
States, and the Governor shall cancel an equal par amount of stock of the 
corporation. 

(b) SERVICES TO AND SUPERVISION OF PRODUCTION CREDIT ASSOCIATIONS.—In 
order to carry out the declared policy of this Act with repect to the production 
credit associations, the Farm Credit Administration shall, by appropriate pro- 
visions in the charter and bylaws, or otherwise, provide for such organization 
and assignment of functions within the Federal intermediate credit banks as 
will assure proper supervision of and assistance to the production credit asso- 
ciations in a manner which will enable them to make sound credit available to 
farmers and ranchers. The income derived from the surplus transferred from 
the production credit corporation to the Federal intermediate credit bank of 
the district shall be used to pay expenses of the bank in providing such super- 
vision and assistance, and expenses in excess of such income may be paid out 
of other resources of the bank. 

(c) OFFICERS AND EMPLOYEES.—Notwithstanding any other provision of law, 
the employment of the officers and employees of each Federal intermediate credit 
bank and each production credit corporation is terminated on the effective 
date of this Act and the board of directors of the Federal intermediate credit 
bank shall, not later than sixty days prior to the effective date of this Act, take 
all necessary action to reemploy as of such effective date such of the officers 
and employees so terminated in such capacities as the board determines they 
are qualified and needed to carry out the functions, powers, and duties of the 
Federal intermediate credit bank. Such reemployment shall be subject to 
the approval of the Farm Credit Administration. 

Sec. 102. Section 205 of the Federal Farm Loan Act, as amended, is amended 
to read as follows: 


“CAPITAL STOCK 


“Sec. 205. (a) CLASSES or Stock; OWNERSHIP; DIVIDENDS; AND RETIREMENT 
or Strock.—Each Federal intermediate credit bank is authorized to issue class 
A and class B stock as follows: 

““(1) Class A stock shall have a par value of $100 per share and shall be issued 
to and held by the Governor of the Farm Credit Administration on behalf of the 
United States. Stock of all Federal intermediate credit banks held by the Secre- 
tary of the Treasury shall be transferred to the Governor and may be reallocated 
by him in such manner as he determines necessary to meet the needs of the 
respective banks. The Governor shall then exchange such stock of each bank 
for an equal par amount of class A stock of the bank. Stock of each production 
credit corporation held by the Governor (less the amount canceled pursuant to 
section 101 of the Farm Credit Act of 1956) shall be exchanged for an equal par 
amount of class A stock of the Federal intermediate credit bank in which such 
corporation is merged pursuant to section 101 of such Act. No dividends shall 
be paid on class A stock. Annually at the end of its fiscal year each such bank 
shall determine the amount of its class A stock which shall be retired. When- 
ever the total of the capital stock, participation certificates, surplus, and reserves 
of the bank is more than one-sixth of the highest month-end balance of deben- 
tures and other obligations issued by or for the bank, outstanding during the 
immediately preceding five years, the minimum amount of class A stock to be 
retired shall be the total amount of class B stock and participation certificates 
issued for that year. All class A stock shall be retired at par. The proceeds of 
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such class A stock retirements of each bank shall be paid into the Treasury as 
miscellaneous receipts until there is so paid a sum equal to the amount of class A 
stock of the bank issued in exchange for stock of the production credit corpora- 
tion. The proceeds of any further such stock retirements shall be paid into the 
revolving fund established by section 5 (e) of the Farm Credit Act of 1933, as 
amended. The Governor of the Farm Credit Administration is authorized to 
purchase from time to time class A stock in any bank in such amount as he deter- 
mines is needed to meet the credit needs of the bank and such revolving fund 
shall continue to be available for such purchases as provided in said section 5 
(e). The Governor may at any time require the bank to retire such class A 
stock if, in his judgment, the bank has resources available therefor, and the 
proceeds of such retirements shall be returned to such revolving fund. 

(2) Class B stock shall have a par value of $5 per share and may be issued 
only to production credit associations in series and amounts approved by the 
Farm Credit Administration. Such stock shall be issued only at par and may 
be transferred to another production credit association with the approval of the 
issuing bank. Whenever a bank has no class A stock outstanding it may pay like 
dividends on class B stock and participation certificates in an amount not to 
exceed 5 per centum in any year if declared by the board of directors. Dividends 
on class B stock and participation certificates shall not be cumulative. Within 
sixty days after the effective date of the Farm Credit Act of 1956, the production 
credit associations shall subscribe to class B stock in the banks in an aggregate 
amount equal to 15 per centum of the total amount of class A stock in all banks. 
Such required amount of subscriptions shall be allotted among the several dis- 
tricts in the proportion that the average amount of the bank’s loans to and dis- 
counts for the production credit associations of the district, outstanding during 
the immediately preceding five fiscal years, is of the average of such loans and 
discounts of all banks outstanding during such five-year period. The amount so 
allotted to each district shall be further allotted to each production credit assc- 
ciation on the basis of the proportion that its average indebtedness (loans and 
discounts) to the bank during the immediately preceding five fiscal years is of the 
average of such indebtedness of all production credit associations to the bank 
during such five-year period. Each production credit association shall subscribe 
to class B stock in the bank of the district in the amount so allotted to it. One- 
third of the purchase price of such stock subscription shall be paid at the time 
of such subscription, one-third shall be paid within one year after the effective 
date of said Act, and the balance shall be paid within two years after such effec- 
tive date. Such class B stock shall be issued as payments therefor are made. 
Any production credit association chartered after the effective date of the Farm 
Credit Act of 1956 shall thereupon purchase class B stock in the bank in the 
amount of $5,000, and such amount shall be adjusted at the end of five years 
thereafter to an amount determined by applying to its average indebtedness to 
the bank during such five-year period the same percentage as the percentage 
which the initial subscriptions of other production credit associations was of 
their indebtedness, as provided in this subsection: Provided, That this provision 
shall not apply to any association owning stock in the bank in such required 
amount as a result of merger, consolidation, or reorganization of one or more 
associations. After all class A stock has been retired, the bank may retire 
elass B stock at par and participation certificates at face amount under policies 
established by the Farm Credit Administration. Class B stock and participation 
certificates shall be retired without preference and in such manner that the oldest 
outstanding stock or certificates at any given time will be retired first. In case 
of liquidation or dissolution of any production credit association or other financ- 
ing institution, the stock or participation certificates of the bank owned by such 
association or institution may be retired by the bank at the fair book value 
thereof, not exceeding par or face amount, as the case may be. 

“(b) Lien on Stock AND PARTICIPATION CERTIFICATES.—Hach Federal inter- 
mediate credit bank shall have a first lien on all stock in the bank owned by each 
production credit association and on all participation certificates owned by other 
financing institutions as additional collateral for any indebtedness of the holders 
thereof to the bank: Provided, That the bank shall make no loan or advance on 
the security of its own stock or participation certificates. In any case where the 
debt of a production credit association or other financing institution is in default, 
the bank may retire and cancel all or a part of the stock of the bank held by 
the association or of the participation certificates held by the other financing in- 
stitution at the fair book value thereof, not exceeding par or face amount, as the 
case may be, in total or partial liquidation of the debt.” 
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Sec. 103. Section 206 of the Federal Farm Loan Act, as amended, is hereby 
amended to read as follows: 


“APPLICATION OF EARNINGS 


“Spec, 206. (a) ANNUAL APPLICATION.—At the end of its fiscal year, each Fed- 
eral intermediate credit bank shall determine the amount of its net earnings after 
paying or providing for all operating expenses (including reasonable valuation 
reserves and losses in excess of any such applicable reserves) and shall apply 
such net earnings as follows: (1) To the restoration of the amount of the impair- 
ment, if any, of capital stock and participation certificates, as determined by its 
board of directors; (2) to the restoration of the amount of the impairment, if 
any, of the surplus account established by this subsection, as determined by its 
board of directors; (3) 25 per centum of any remaining earnings shall be used 
to create and maintain a reserve account equal to 25 per centum of the vutstand- 
ing capital stock and participation certificates of the bank; (4) if said bank shall 
have outstanding capital stock held by the United States during the whole or any 
part of its fiscal year, it shall next pay to the United States as a franchise tax, 
a sum equal to 25 per centum of its earnings then remaining, not exceeding, how- 
ever, a rate of return on such Government capital calculated at a rate equal to 
the computed average annual rate of interest on all public issues of public debt 
obligations of the United States issued during the fiscal year of the United States 
Treasury ending next before such tax is due, as certified to the Farm Credit 
Administration by the Secretary of the Treasury; (5) dividends on class B stock 
and participation certificates may be declared as provided in section 205 (a) of 
this Act; and (6) any remaining net earnings shall be distributed as patronage 
refunds as provided in subsection (b) of this section. Notwithstanding the provi- 
sions of item (3) of this subsection, if at the end of any fiseal year the sum of 
the surplus and the reserve account of any bank is less than its outstanding 
capital stock and participation certificates, the bank shall continue to apply 
such 25 per centum of its net earnings to the reserve account until the sum 
of the surplus and the reserve account is equal to its outstanding capital 
stock and participation certificates. Sach bank shall, on the effective date 
of the Farm Credit Act of 1956, establish a surplus aecount consisting of 
its earned surplus account, its reserve for contingencies, and the surplus of the 
production credit corporation transferred to the bank. No part of such surplus 
of any bank shall be distributed as patronage refunds. In the event of a net 
loss in any fiscal year after providing for all operating expenses (including 
reasonable valuation reserves and losses in excess of any such applicable re- 
serves), such loss shall be absorbed by: First, charges to the reserve account; 
second, charges to surplus other than that transferred from the production credit 
corporation of the district; third, charges to surplus transferred from the pro- 
duction credit corporation of the district; fourth, the impairment of class B 
stock and participation certificates ; and fifth, the impairment of class A stock. 

“(b) PATRONAGE ReFuNps.—Whenever at the end of its fiscal year a Federal 
intermediate credit bank has class A stock outstanding, patronage refunds de- 
clared for that year shall be paid in class B stock to production credit associa- 
tions and in participation certificates to other financing institutions borrowing 
from or rediscounting with the bank during the fiscal year for which such refunds 
are declared. The recipients of such patronage refunds shall not be subject to 
Federal income taxes thereon. Whenever at the end of its fiscal year a Federal 
intermediate credit bank has no class A stock outstanding, patronage refunds 
declared for that year may be paid in such class B stock and participation certifi- 
“ates or in cash as determined by the bank. All patronage refunds shall be paid 
in the proportion that the amount of interest earned by the bank on its loans to 
and discounts for each production credit association or other financing institu- 
tion bears to the total interest earned by the bank on all such loans and discounts 
outstanding during the fiscal year. Each participation certificate issued in pay- 
ment of patronage refunds shall be in multiples of $5 and shall state on its face 
the rights, privileges, and conditions applicable thereto. Patronage refunds shall 
not be paid to any other Federal intermediate credit bank, or to any Federal 
land bank or bank for cooperatives. 

“(c) DISTRIBUTION OF ASSETS ON LIQUIDATION OR Drsso_vuTion.—In the case 
of liquidation or dissolution of any Federal intermediate credit bank, after the 
payment or retirement, as the case may be, first, of all liabilities; second, of 
all class A stock at par: third, of all class B stock at par and all participation 
certificates at face amount; any surplus established pursuant to subsection (a) 
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of this section shall be paid to the holders of class A and class B stock pro rata, 
and any remaining assets shall be distributed to the holders of class B stock 
and the holders of participation certificates pro rata.” 

Sec. 104. (a) Section 201 (b) of the Federal Farm Loan Act, as amended, is 
hereby amended by adding at the end thereof the following sentence: “The 
directors shall have power, subject to the approval of the Farm Credit Admin- 
istration, to adopt such bylaws as may be necessary for the conduct of the 
business of the banks.” 

(b) Section 202 (a) of the Federal Farm Loan Act, as amended, is hereby 
amended to read as follows: 

“Sec. 202. (a) The Federal intermediate credit banks, when chartered and 
established, shall have power, subject solely to the restrictions, limitations, and 
conditions contained in this Act or as may be prescribed by the Farm Credit 
Administration not inconsistent with the provisions of this Act— 

“(1) to discount for, or purchase from, any production credit association 
organized under the Farm Credit Act of 1933, as amended, with its endorse- 
ment, any note, draft, or other such obligation presented by such association ; 
and to make loans and advances to any such association secured by such 
collateral as may be approved by the Governor of the Farm Credit Admin- 
istration ; 

(2) to discount for, or purchase from, any national bank, State bank, 
trust company, agricultural credit corporation, incorporated livestock loan 
company, savings institution, credit union, and any association of agricul- 
tural producers engaged in the making of loans to farmers and ranchers, 
with its endorsement, any note, draft, or other such obligation the proceeds 
of which have been advanced or used in the first instance for any agricul- 
tural purpose, including the breeding, raising, fattening, or marketing of 
livestock ; and to make loans and advances to any such financing institution 
secured by such collateral as may be approved by the Governor of the Farm 
Credit Administration: Provided, That no such loan or advance shall be 
made upon the security of collateral other than notes or other such obliga- 
tions of farmers and ranchers eligible for discount or purchase under the 
provisions of this section, unless such loan or advance is made to enable the 
financing institution to make or carry loans for any agricultural purpose; 
and 

“(3) to make loans to and discount paper for any other Federal inter- 
mediate credit bank, any Federal land bank, or any bank for cooperatives 
organized under the Farm Credit Act of 1933, as amended, all upon terms 
and at rates of interest or discount approved by the Farm Credit Admin- 
istration.” 

(c) Section 202 (c) of the Federal Farm Loan Act, as amended, is amended 
by changing the word “three” to the word “seven”. 

(d) Section 204 (a) of the Federal Farm Loan Act, as amended, is amended 
to read as follows: 

“Sec. 204. (a) Loans and discounts by any Federal intermediate credit bank 
shall bear such rates of interest or discount as the board of directors of the 
bank shall from time to time determine with the approval of the Farm Credit 
Administration, but the rates charged financing institutions other than produe- 
tion credit associations shall be the same as those charged production credit 
associations.” 

(e) Section 204 (b) of the Federal Farm Loan Act is hereby repealed. 

(f) Section 13 of the Federal Farm Loan Act, as amended, is hereby amended 
by inseri.ng in paragraph “Seventeenth”, after the words “Federal land banks”, 
a comma and the words “to Federal intermediate credit banks, or to banks for 
cooperatives organized under the Farm Credit Act of 1933, as amendeéd,”’. 

Src. 105, (a) Section 2 of the Farm Credit Act of 1933, as amended, is amended 
to read as follows: 

“Sec. 2. The Governor of the Farm Credit Administration, hereinafter in this 
Act referred to as the ‘Governor,’ is authorized and directed to organize and 
charter 12 banks to be known as ‘banks for cooperatives’. One such bank shall 
be established in each city in which there is located a Federal land bank. The 
members of the several farm credit boards of the farm credit districts provided 
for in section 5 of the Farm Credit Act of 1987, as amended, shall be ex officio 
the directors of the respective banks for cooperatives. Such directors shall have 
power, subject to the approval of the Governor, to employ and fix the compen- 
sation of such officers and employees of such banks as may be necessary to carry 
out the powers and duties conferred upon such banks under this Act.” 
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(b) Section 3 of the Farm Credit Act of 1933 is amended by striking from the 
first sentence the words “the production credit corporations and” by striking 
from the second sentence the words “corporations and”. 

(c) Section 4 of the Farm Credit Act of 1933 is hereby repealed. 

(d) Section 5 of the Farm Credit Act of 1933, as amended, is amended (1) by 
changing $120,000,000” in subsection (a) thereof to “$60,,000,000"; (2) by 
striking from subsection (b) thereof the words “the production credit corpora- 
tions and’; (3) by changing “$40,000,000” in subsection (e) thereof to 
“$100,000,000"; and (4) by striking from subsection (e) thereof the words 
“and/or paid-in surplus”. 

(e) Section 6 of the Farm Credit Act of 1933, as amended, is amended to 
read as follows: 


“INVESTMENT BY GOVERNOR IN STOCK OF PRODUCTION CREDIT ASSOCIATIONS 


“Sec. 6. The Governor may purchase class A stock of any production credit 
association in such amounts as he determines are required to meet the credit 
needs of farmers in the area served by such association. Payments for such 
stock purchased by the Governor shall be made out of the revolving fund author- 
ized by section 5 (a) of this Act and such stock shall be held by him on behalf 
of the United States. The Governor may at any time require any production 
credit association to retire and cancel any class A stock held by him in such 
association if, in his judgment, the association has resources available therefor, 
and the proceeds of such stock retirements shall be paid into such revolving 
fund.” 

(f) Section 20 of the Farm Credit Act of 1983 is amended by changing the 
fourth sentence to read as follows: “Such articles shall be signed by the indi- 
viduals uniting to form the association and a copy thereof shall be furnished 
to the Governor.” 

(z) Section 21 of the Farm Credit Act of 1933, as amended, is amended 
(1) by striking from the first sentence the words “production credit corpora- 
tions” and substituting in lieu thereof the words “the Governor”; and (2) by 
deleting the last sentence thereof. 

(h) Section 22 of the Farm Credit Act of 1983, as amended, is amended by 
striking out the words “production credit corporation”, wherever they appear 
therein, and substituting in lieu thereof “Federal intermediate credit bank”. 

(i) Section 23 of the Farm Credit Act of 1933, as amended, is amended (1) 
by changing the first sentence to read as follows: “Bach production credit as- 
sociation shall, under such rules and regulations as may be prescribed by the 
farm credit board of the district with the approval of the Farm Credit Adminis- 
tration, invest its funds and make loans to farmers for general agricultural pur- 
poses and other requirements of the borrowers”; (2) by deleting the second 
sentence; (3) by striking from the third sentence the word “corporation” and 
inserting in lieu thereof the words “Federal intermediate credit bank”; and 
(4) by changing the period at the end of next to the last sentence to a colon 
and adding the following: “Provided, That an association may, under rules and 
regulations issued by the Farm Credit Administration, make loans to any class 
B stockholder secured by warehouse receipts covering agricultural commodities 
stored in bonded warehouses without the purchase of additional class B stock.” 

(j) Section 34 of the Farm Oredit Act of 1933, as amended, is hereby amended 
by adding before the semicolon at the end of “(b)” the words “or to Federal 
land banks or Federal intermediate credit banks”. 

(k) Section 41 of the Farm Credit Act of 1933, as amended, is hereby amended 
by adding before the semicolon at the end of “(b)” the words “or to Federal 
land banks or Federal intermediate credit banks”. 

(1) Section 60 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking from the first sentence the words “the production credit corpora- 
tions,.”:; (2) by striking from the second sentence the words “association, or 
corperation” and substituting in lieu thereof the words “or association”; and 
(3) by striking from the third sentence the words “production credit corpora- 
tion or”, “or corporation”, and “corporation or”, wherever they appear therein. 

(m) Section 61 of the Farm Credit Act of 1933 is amended (1) by striking 
from the first sentence the words “production credit corporation,”; and (2) 
by striking from the second and third sentences the words “association, or 
corporation”, wherever they appear therein, and substituting in lieu thereof 
the words “or association”. 
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(n) Section 62 of the Farm Credit Act of 1933, as amended, is amended by 
striking out the words “production credit corporations,”. 

(o) Section 63.of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking from the first sentence the words “the production credit corpera- 
tions,” ; (2) by striking from the first and second sentences the words “associ- 
ations, or corporations” and “associations. and corporations,” and substituting 
in lieu thereof the words “or associations” and “and associations,”, respectively ; 
and (3) by changing the last sentence to read as fellows: “The exemption 
provided herein shall not apply with respect to any production credit association 
or its property or income after the class A stock held in it by the Governor has 
been retired, or with respect to any bank for cooperatives or its property or in- 
come after the stock held in it by the United States has been retired.” 

(p) Section 65 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking out the words “production credit corporation,” ; and (2) by striking 
out the words “association or corporation”, wherever they appear therein, and 
substituting in lieu thereof the words “or association”. 

(q) Section 86a of the Farm Credit Act of 1933 is hereby repealed. 

Seo. 106. (a) Section 5 of the Farm Credit Act of 1937, as amended, is amended 
(1) by striking from subsection (d) (2) (B) the words “production credit corpo- 
ration of the district” and substituting in lieu thereof the words “Governor of 
the Farm Credit Administration”; and (2) by striking from subsection (h) the 
words “production credit corporation,”. 

(b) Section 6 of the Farm Credit Act of 1937 is amended (1) by striking from 
the first sentence of subsection (a) the words “production credit corporation,” ; 
(2) by striking from the third sentence of subsection (a) the word “three”: (3) 
by striking from the first sentence of subsection (b) the words “the bank for 
cooperatives, and the production credit corporation” and substituting in lieu 
thereof the words “and the bank for cooperatives”; and (4) by striking from the 
last sentence of subsection (b) the words “production credit corporation,”. 

Src. 107. (a) Section 8 of the Farm Credit Act of 1953 is amended by striking 
out the words “production credit corporation”, wherever they appear therein, 
and substituting in lieu thereof the words “Federal intermediate credit bank”, 

(b) Subsection (a) of section 16 of the Farm Credit Act of 1958 is amended 
to read as follows: 

“(a) Any other provision of law to the contrary notwithstanding, after the 
effective date of this Act any production credit association may, with the ap- 
proval of the Farm Credit Administration, issue nonvoting preferred stock, to 
be known as class C stock, which may be purchased and held by the Governor 
of the Farm Credit Administration and by investors: Provided, That the issu- 
ance of such stock shall be authorized by vote of not less than two-thirds of the 
outstanding shares of class A stock of the association (other than shares held 
by the Governor of the Farm Credit Adminisration) by the holders thereof in 
person or by proxy and by vote of not less than two-thirds of the outstanding 
shares of class B stock of the association by the holders thereof in person or by 
proxy; and for this purpose holders of class A stock (other than the Governor 
of the Farm Credit Administration) and holders of class B stock shall be entitled 
to one vote for each share of stock held by them. Payments for such stock pur- 
chased by the Governor shall be made out of the revolving fund created by 
section 5 (a) of the Farm Credit Act of 1938, as amended, and the proceeds from 
the retirement of any such stock shall be paid into such revolving fund.” 

Sec. 108. Section 601 of the Department of Agriculture Organic Act of 1944, 
as amended, is hereby amended (1) by striking from subsection (a) the words 
“production credit corporations,”, wherever they appear therein, and the word 
“corporations,” ; (2) by striking from subsection (b) the words “the Federal 
intermediate credit banks, and the production credit corporations” and substi- 
tuting in lieu thereof the words “and the Federal intermediate credit banks” ; and 
(8) by striking from subsections (b) and (c) the words “and corporation”, “and 
corporations”, and “corporation,”, wherever they appear therein. 

Sec. 109. Sections 658 and 1014 of title 18, United States Code, are hereby 
amended by striking from each such section the words “or in which a produc- 
tion credit corporation holds stock.” 


TITLE II—MISCELLANEOUS PROVISIONS 


Sec. 201. (a) The Government Corporation Control Act, as amended, is 
amended (1) by striking from section 101 the words “Federal Intermediate 
Credit Banks; Production Credit Corporations;”; (2) by inserting in section 
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201 immediately following “(3)” the words “Federal Intermediate Credit Banks, 
(4)”; (3) by changing “(4)” in section 201 to “(5)”; and (4) by striking from 
sections 302 and 308 the words “production credit corporations,”. 

(b) After the effective date of this Act, the Federal intermediate credit banks 
may utilize their funds for administrative expenses without regard to the 
limitations contained in any other Act of Congress governing the expenditure of 
appropriated funds. 

(c) Paragraph Seventh of section 5136 of the Revised Statutes as amended, is 
amended (1) by inserting in next to the last sentence immediately before the 
words “Federal Home Loan Banks”, the words “thirteen banks for cooperatives 
or any of them or the”; and (2) by changing the last sentence to read as follows: 
“The limitations and restrictions herein contained as to dealing in and under- 
writing investment securities shall not apply to obligations issued by the Inter- 
national Bank for Reconstruction and Development which are at the time 
eligible for purchase by a national bank for its own account: Provided, That 
no association shall hold obligations issued by said bank as a result of under- 
writing, dealing, or purchasing for its own account (and for this purpose obli- 
gations as to which it is under commitment shall be deemed to be held by it) 
in a total amount exceeding at any one time 10 per centum of its capital stock 
al paid in and unimpaired and 10 per centum of its unimpaired surplus 
und.” 

Sec. 202. (a) This Act shall become effective on January 1 next following its 
enactment. 

(b) For purposes of applying the amendment in section 103 of this Act, that 
part of the fiscal year 1957 preceding the effective date of this Act shall be 
deemed to be a separate fiscal year. 

Sec. 203. (a) If any provision of this Act, or the application thereof to any 
person or circumstance, is held invalid, the remainder of the Act, and the applica- 
tion of such provisions to other persons or circumstances, shall not be affected 
thereby. 

(b) The right to alter, amend, or repeal this Act is hereby expressly reserved. 


Senator Hortanp. Also I ask to have copied in the record a com- 
munication dated March 16, signed by R. B. Tootell, Governor of the 
Farm Credit Administration, and sddieiess to the President of the 
Senate, which transmitted the proposed legislation and stated the 
request of the Farm Credit Administration for its consideration and 
enactment. Attached to Mr. Tootell’s letter is a communication from 
the Bureau of the Budget on this same subject dated March 14, 1956, 
directed to Mr. Tootell, and signed by Rowland Hughes, Director, with 
two pages of suggested technical modifications. 

(The documents above referred to are as follows :) 


FARM CREDIT ADMINISTRATION, 
Washington, D. C., March 16, 1956. 
The honorable the PRESIDENT OF THE SENATE, 
United States Senate. 


Dear Mr. Prestpent: There are transmitted herewith, for the consideration 
of the Congress, alternate drafts of a proposed bill entitled “A bill to merge pro- 
duction credit corporations in Federal intermediate credit banks; to provide for 
retirement of Government capital in Federal intermediate credit banks; to pro- 
vide for supervision of production credit associations; and for other purposes.” 
One draft has been cleared by the Bureau of the Budget as being in accord with 
the program of the President and is designated “Federal Farm Credit Board draft 
amended as required by the Bureau of the Budget.” The other draft, designated 
“Draft recommended by the Federal Farm Credit Board,” differs in three im- 
portant respects from the draft cleared by the Bureau of the Budget. These dif- 
ferences will be discussed in the latter part of this letter. For the reasons stated 
in the enclosed copy of the letter from the Director, the Bureau of the Budget has 
agreed that a draft of the bill recommended by the Federal Farm Credit Board 
may also be submitted for the consideration of the Congress. 
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I. BACKGROUND OF PROPOSED LEGISLATION 


Section 2 of the Farm Credit Act of 1953 provides as follows: 

“It is declared to be the policy of the Congress to encourage and facilitate 
increased borrower participation in the management, control, and ultimate own- 
ership of the permanent system of agricultural credit made available through 
institutions operating under the supervision of the Farm Credit Administration, 
and the provisions of this Act shall be construed in keeping with this policy. The 
Federal Farm Credit Board hereinafter provided for shall within one year after 
appointment make recommendations to the Congress of means, supplemental to 
those provided by this Act, of carrying into effect such declared policy, including, 
but not limited to, means of increasing borrower participation in ownership of 
the Federal Farm Credit System to the end that the investment of the United 
States in the Federal intermediate credit banks, production corporations, Central 
Bank for Cooperatives, and regional banks for cooperatives may be retired.” 

Accordingly, on December 8, 1954, the Federal Farm Credit Board submitted 
its recommendations for legislation in a special report to the Congress (S. Doe. 
7, 84th Cong., 1st sess.). For reasons stated in that report, the Board made no 
recommendation for the retirement of the Government capital in the Federal 
intermediate credit banks. Instead, it recommended that the Congress delay 
consideration of such legislation until the Board had made a further study of 
the problem. 

A draft bill incorporating most of the recommendations contained in the 
special report of December 8, 1954, was submitted to the Congress in February 
1955 and was introduced in the House as H. R. 5168 and in the Senate as 8. 1286. 
Before enacting H. R. 5168, which became the Farm Credit Act of 1955. upon 
approval by the President on August 11, 1955 (Public Law 347, 84th Cong.), the 
Congress deleted from the bill provisions which would have required the retire- 
ment of the Government capital in the production credit corporations and the 
gradual assumption by the production credit associations of the cost of their 
supervision. The reports of the House Committee on Agricultude and the Senate 
Committee on Agriculture and Forestry on H. R. 5168 (H. Rept. 868 and 8. Rept. 
1201, 84th Cong.) stated that it was the understanding of the committees that the 
Farm Credit Administration would give further study to the short-term credit 
institutions and make new recommendations by the time the Congress convenes 
in January 1956. 

The Farm Credit Administration has made an extensive study of how best to 
retire the Government capital in the Federal intermediate credit banks and the 
production credit corporations and at the same time protect the interests of the 
production credit associations and other users of the credit banks. Asa part of 
this study, meetings were held throughout the country with directors and officers 
of production credit associations and representatives of other financing insti- 
tutions dealing with the banks. The recommendations resulting from that study 
are incorporated in the enclosed draft of the bill designated “Draft recommended 
by the Federal Farm Credit Board.” As heretofore stated, this draft has been 
amended to conform to the requirements of the Bureau of the Budget as set 
forth in the enelosed copy of the letter from the Director of the Bureau. The 
draft approved by the Bureau of the Budget will be discussed first. 


Il, BACKGROUND OF INSTITUTIONS AFFECTED 


Before going into the details of the bill, a brief review of the Farm Credit 
institutions affected by it should be helpful. These institutions consist of a 
Federal intermediate credit bank and a production credit corporation in each of 
the 12 Farm Credit districts and the 498 production credit associations which 
make short- and intermediate-term loans to farmers and ranchers. 


Federal intermediate credit banks 


The Federal intermediate credit banks were established in 1923 with an initial 
authorized capital of $5 million for each bank subscribed by the United States. 
Additional capital for the credit banks was provided by an act of Congress 
approved January 31, 1934 (48 Stat. 348). That act made available to the 
Farm Credit Administration a revolving fund of $40 million and authorized 
the Governor, with the approval of the Secretary of the Treasury, to subscribe 
for and to pay in such additional capital and paid-in surplus as he deemed 
necessary to enable the credit banks to meet the needs of eligible borrowers. 
As of December 31, 1955, the Government’s capital investment in the banks was 
$62.4 million, consisting of the original $60 million of capital stock and $2.4 
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million of paid-in surplus, leaving $37.6 million in the revolving fund available 
for further investment in the banks. 

The credit banks were established to provide agriculture with a permanent, 
stable, and dependable source of short- and intermediate-term agricultural credit. 
They serve as banks of discount and not as direct lending banks. They were 
authorized initially to discount agricultural paper for a number of different kinds 
of private lending agencies and later were also authorized to discount such paper 
for the production credit associations organized under the Farm Credit Act of 
1933. Thus the banks make no loans direct to farmers and ranchers but instead 
finance the production credit associations and the OFI’s which make such direct 
loans. In addition, the banks are authorized to make loans to and discount paper 
for the banks for cooperatives and to make certain types of direct loans to 
farmers’ cooperative associations. 

As a result of the growth and development of the production credit system 
supervised by the Farm Credit Administration, the major part of the credit 
business of the banks is now done with the production credit associations. During 
the fiscal year 1955 about 88 percent of the banks average daily balances of 
loans and discounts was accounted for by the production credit associations. 
In the fiscal year 1954 this percentage was 87. Among the districts this per- 
centage ranged in the fiscal year 1955 from 66 to 96 percent. 

Most of the OFI’s doing business with the credit banks are State-chartered, 
privately capitalized agricultural credit corporations and livestock loan com- 
panies, together with a few commercial banks. 

The credit banks finance their lending operations primarily through the issuance 
and sale to the investing public of consolidated collateral trust debentures and 
by direct borrowings from commercial banks. The United States assumes no 
liability for the debentures or other obligations of the credit banks. 


Production credit corporations 


The production credit corporations organized under the Farm Credit Act of 
1933 are, like the Federal intermediate credit banks, wholly owned Government 
corporations. A revolving fund of $120 million was used to capitalize these cor- 
porations. As of December 31, 1955, the amount of stock of the corporations held 
by the United States amounted to $31,350,000 and the earned surplus and reserves 
of the corporations amounted to approximately $13,500,000. There remains in 
the revolving fund $58,650,000 for possible future subscriptions to stock of the 
corporations, $30 million having been returned in 1949 from the revolving fund 
to the general fund of the Treasury. 

The production credit corporations provide services to and supervise the pro- 
duction credit associations. They prescribe general loan policies for the associa- 
tions and guide them in the application of sound credit principles. The corpora- 
tions make credit examinations of outstanding loans on behalf of the Governor 
and review lending and collection policies of the associations. The corporations 
supplement the capital of production credit associations when necessary and 
appropriate. They also see that the associations return the corporation-owned 
capital as rapidly as conditions will permit. The corporations prescribe or 
approve interest rates charged by the associations. They approve the compensa- 
tion of association personnel and generally guide the associations in the conduct 
of their business. 


Production credit associations 


The production credit associations are federally chartered corporations which 
make short- and intermediate-term loans to farmers and ranchers within desig- 
nated areas. Like the production credit corporations, the associations were 
organized under the Farm Credit Act of 1933. Each production credit association 
has two classes of stock—class A (not voting) which may be issued to a produc- 
tion credit corporation or to farmer members and other investors, and class B 
(voting) stock which may be issued only to member borrowers. The associations 
are also authorized under conditions stated in the Farm Credit Act of 1953 to 
issue class C stock but so far none has been issued. 

The production credit corporations furnished almost all of the initial capital 
of the production credit associations through the purchase of class A stock. Over 
the years, farmers have purchased substantial amounts of class A stock in their 
associations. Through purchases of stock and the building up of reserves and 
earned surplus, the associations have been able to retire most of the $90 million 
of capital stock once held by the production credit corporations. As of December 
31, 1955, less than $2.2 million of the capital stock of the associations was owned 
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by the production credit corporations and 436 of the 498 associations were entirely 
member owned. 


Ill. PROVISIONS OF BILL 


Both drafts of the bill provide, in major outline, for the merger of the produc- 
tion credit corporation in the Federal intermediate credit bank o/ each district 
and the transfer of all assets of the corporation to the credit bank; for service 
to and supervision of the production credit associations of each district by the 
eredit bank of the district ; and for the retirement of the Government capital in 
the credit banks gradually over a period of years, partly from stock investments 
in the banks by the production credit associations and partly from net earnings of 
the banks. Section 2 of the bill also contains an important declaration of policy 
with respect to the relationship between the credit banks and the production 
credit associations and other financing institutions (hereinafter called OFI's) 
making loans to farmers and ranchers. 


Draft approved by Bureau of Budget 


Section 101 of the bill provides for the merger of the production credit corpora- 
tion in the Federal intermediate credit bank of each district and the transfer of 
all assets of the corporation to the bank, except stock held by the corporation in 
the production credit associations which would be transferred to the Governor 
of the Farm Credit Administration. This section provides also for the transfer 
of most of the supervisory and servicing functions of the production credit corpo- 
ration to the credit bank of the district and directs the Farm Credit Administra- 
tion to require such organization and assignment of functions in the bank as will 
assure the kind of supervision and assistance necessary to effectuate the declared 
policy of the act with respect to the production credit associations. In addition, 
section 101 would terminate the employment of the officers and employees of the 
banks and corporations on the effective date of the act and direct the board of 
directors of the bank, not later than 60 days prior to such effective date, to take 
all necessary action to reemploy as of the effective date such of the officers and 
employees so terminated in such capacities as the board determines they are 
qualified and needed to conduct the bank’s business. The purpose of this provi- 
sion is to give the board of directors of the bank a free hand, subject to the ap- 
proval of the Farm Credit Administration, to select qualified personnel for oper- 
ation of the banks under the new plan, except that the board would be required to 
select the officers and employees from the old officers and employees of the two 
institutions to the extent that they are qualified and needed. 

Section 102 of the bill provides for the reorganization of the capital structure 
of the credit banks. Each bank would be authorized to issue class A and class B 
stock. Class A stock would have a par value of $100 per share and would be 
issued to and held by the Governor of the Farm Credit Administration on behalf 
of the United States. Stock in the banks now held by the Secretary of the 
Treasury would be transferred to the Governor and, after such reallocations as he 
determined to be necessary to meet the present and prospective needs of the 
respective banks, the Governor would then exchange such stock of each bank for 
an equal par amount of new class A stock. Stock of each production credit corpo- 
ration held by the Governor, except an amount equal to its investment in produc- 
tion credit associations, would be exchanged for an equal par amount of the new 
class A stock of the bank in which the corporation is merged. No dividends 
would be paid on class A stock and it would be retired at par. Hach bank would 
be required to retire a specified minimum amount of class A stock each year in 
which its net worth amounted to more than one-sixth of its peak outstanding 
debentures and other such obligations. The minimum amount of class A stock to 
be retired in any such year would be the total amount of class B stock and partici- 
pation certificates issued for that year. When the net worth of a bank amounts 
to less than one-sixth of its peak outstanding debentures and other such obliga- 
tions, the amount of class A stock to be retired would be determined by the bank, 
subject to the approval of the Farm Credit Administration. 

Class B stock would have a par value of $5 per share and would be issued only 
to the production credit associations. Class B stock would be acquired in two 
ways; first, by an initial subscription by each association and, second, through 
distribution of earnings on a patronage basis in class B stock. Each production 
credit association would be required to make an initial subscription to class B 
stock of the bank equal to slightly more than 2 percent of the average amount of 
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its loan and discount indebtedness to the bank during the immediately preceding 
5 years. This would mean an initial subscription to class B stock by all pro- 
duction credit associations equal to 15 percent of the total amount of class A 
stock of all 12 banks. The purchase price of the stock would be paid over a 
period of 2 years following the effective date of the act. Dividends of not to 
exceed 5 percent in any year could be paid on class B stock and on participation 
certificates after all class A stock had been retired. After all class A stock is 
retired, class B stock and participation certificates could be retired at par or 
face amount in accordance with the cooperative principle of retiring first the 
oldest outstanding stock and certificates. 

Section 102 of the bill also provides that the bank shall have a first lien on all 
stock in the bank owned by the production credit associations and on all partici- 
pation certificates owned by the OF I’s as additional collateral for any indebted- 
ness of the holders to the bank. The bank would be prohibited from making a 
loan on the security of its own stock or participation certificates. 

Section 103 of the bill provides a new method for the application of earnings of 
the bank. After restoration of any impairments in capital stock, participation 
certificates and the surplus account, and after providing for reserves, franchise 
taxes, and dividends, if any, on class B stock and participation certificates, net 
earnings each year would be distributed on a patronage basis in class B stock 
to production credit associations and in participation certificates to OFI’s. 
After all class A stock is retired, patronage refunds could be paid in cash or in 
Class B stock and participation certificates at the discretion of the bank. The 
recipients of class B stock and participation certificates issued during any year 
in which the bank has class A stock outstanding would not be subject to Federal 
income taxes on such stock and certificates. Section 103 would also require each 
bank, on the effective date of the act, to establish a surplus account consisting of 
its earned surplus account, its reserve for contingencies, and the surplus of the 
production credit corporation transferred to the bank. This surplus could not 
be distributed as patronage refunds, but would constitute a part of the permanent 
capital structure of the bank. In the event of liquidation or dissolution of any 
bank, after payment of all liabilities, class A stock would first be retired at 
par and then class B stock and participation certificates would be retired at par 
or face amount, as the case may be. Any remaining portion of the surplus estab- 
lished on the effective date of the act would then be paid into the Treasury as 
miscellaneous receipts, and any residual assets of the bank would be distributed 
to the holders of class B stock and participation certificates pro rata. 

Section 104 of the bill would amend existing law in several important respects. 
Subsection (b) would permit the banks to make direct loans to OFI’s on the 
security of collateral approved by the Governor. The banks may now make loans 
on such a basis to the production credit associations and this would place the 
OFT’s on a parity with the associations. This subsection would also repeal the 
authority of the banks to make direct loans to farmers’ cooperative associations, 
except to enable such associations to make loans to farmers and ranchers for 
agricultural purposes. The purpose of this change is to eliminate duplication of 
lending functions of the credit banks and the banks for cooperatives. Subsection 
(c) of section 104 would permit the banks to make loans, advances, and dis- 
counts with maturities up to 7 years instead of 3 years as at present. Subsec- 
tion (d) would repeal the provision of law which relates the discount and inter- 
est rate of each bank to the interest rate borne by the last preceding issue of 
debentures. The banks would be authorized to determine discount and interest 
rates, subject to the approval of the Farm Credit Administration, except that the 
same rates must apply to both the production credit associations and the OFI’s. 
Subsection (e) would repeal the provision under which the banks are prohibited 
(without the approval of the Farm Credit Administration) from discounting 
notes and other obligations upon which the original borrower has been charged 
a rate of interest exceeding by more than 1% percent the discount rate of the 
bank. This provision has become obsolete. 

Section 105 of the bill contains amendments to the Farm Credit Act of 1933 
which, for the most part, would be necessary by reason of the merger of the 
production credit corporations in the credit banks. It should be noted, however, 
that subsection (d) changes the revolving funds now available for stock invest- 
ments in the production credit corporations and the credit banks. The revoly- 
ing fund to be made available for the purchase by the Governor of stock in the 
production credit associations (heretofore purchased by the production credit 
corporations) would be reduced from the statutory figure of $120 million (actu- 
ally only $90 million is now in such fund) to $60 million, and the revolving fund 
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available for subscriptions to the capital stock of the credit banks would be 
increased from $40 million to $70 million. 

The remaining sections of the bill contain mostly minor technical amendments 
made necessary by the elimination of the production credit corporations. 


Draft recommended by Federal Board 


The enclosed draft of the bill recommended by the Federal Farm Credit Board 
differs from the draft approved by the Bureau of the Budget as being in accord 
with the program of the President in the following respects : 

1. Disposition of existing surplus and reserves upon liquidation (sec. 103 of 
the bill) —The draft approved by the Bureau of the Budget provides that upon 
liquidation of any Federal intermediate credit bank, after payment of all lia- 
bilities and retirement of all stock and participation certificates at par (or face 
amount), any remaining portion of the surplus and reserves of the bank existing 
on the effective date of the legislation shall be paid into the Treasury as mis- 
cellaneous receipts. The draft recommended by the Federal Farm Credit Board 
provides that any remaining portion of such surplus and reserves shall be paid 
to the holders of class A (Government) and class B (production credit associa- 
tion) stock of the bank pro rata. 

2. Continuation of budget controls after merger (sec. 201 of the bill). —Under 
the draft approved by the Bureau of the Budget, the Federal intermediate credit 
banks would continue, after merger, to be subject to the budget provisions of the 
Government Corporation Control Act so long as they have class A (Government) 
stock outstanding. Under the draft approved by the Federal Farm Credit Board, 
the Government Corporation Control Act would be amended to remove the Fed- 
eral intermediate credit banks from the budget provisions of that act but leave 
them subject to audit by the General Accounting Office so long as there is Gov- 
ernment capital in them, 

3. Revolving fund for investment in class A (Government) stock of the Fed- 
eral intermediate credit banks (sec. 105 of the bill). —The draft approved by the 
Bureau of the Budget would increase from $40 million to $70 million the revolv- 
ing fund out of which the Governor of the Farm Credit Administration is au- 
thorized, with the approval of the Secretary of the Treasury, to purchase capital 
stock of the Federal intermediate credit banks. The draft recommended by the 
Federal Farm Credit Board would increase this revolving fund to $100 million. 

Early consideration of this proposed legislation is recommended. 

The Bureau of the Budget advises that the following modifications would be 
required to bring the Federal Board’s proposal into accord with the program of 
the President : 

1. Upon liquidation of any Federal intermediate credit bank, after payment of 
all liabilities and retirement of all stock and participation certificates at par (or 
face amount), any remaining portion of the surplus and reserves of the bank 
existing on the effective date of the legislation should be paid into the Treasury 
as miscellaneous receipts. 

2. The Federal intermediate credit banks should continue, after merger, to be 
subject to the budget provisions of the Government Corporation Control Act so 
long as they have class A (Government) stock outstanding. 

3. The revolying fund out of which the Governor of the Farm Credit Admini- 
stration would be authorized to purchase capital stock of the Federal interme- 
diate credit baviks should be limited to $70 million. 

A copy of the letter of the Bureau of the Budget, dated March 14, 1956, setting 
forth these requirements is enclosed, together with a copy of the bill amended 
in accordance with such requirements. 

Very truly yours, 
R. B. Toorett, Gevernor. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., March 14, 1956. 


Hon. Rosert B. Toorett, 
Governor, Farm Credit Administration, 
Washington, D.C. 

My Dear Mr. Toorett: This will acknowledge Mr. Esgate’s letter of December 
15, 1955, transmitting copies of a proposed draft bill which you desire to present 
to the Congress entitled “To merge production credit corporations in Federal 
intermediate credit banks; to provide for retirement of Government capital in 
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Federal intermediate credit banks ; to provide for supervision of production credit 
associations ; and for other purposes.” 

The proposed legislation is a step in the direction of fulfilling the President's 
recommendation in the agricultural message of January 9, 1956, that the produc- 
tion credit corporations and the Federal intermediate credit banks be merged. 
The draft bill, however, is not in its present form entirely in accord with the 
program of the President in that it does not fully protect the Government’s 
financial interest in the merged institutions or provide for effective budgetary 
control during the transition to private ownership. Until the banks have been 
converted into wholly privately owned and privately financed institutions the 
Government will have a substantial stake in their operations. Under the pro- 
visions of the bill the Government initially will increase its capital investment 
in the banks from $60 million to approximately $82 million. The money received 
for retirement of the Government’s stock is to be paid into a revolving fund which 
shall remain available for repurchase of stock by the Government. 

The needed substantive modifications are stated below. In addition, a num- 
ber of suggested technical modifications are set forth in an enclosure to this letter. 

1. Section 206 (c) of the bill provides that in the case of liquidation or dissolu- 
tion of any Federal intermediate credit bank, any surplus shall be paid to stock- 
holders on a pro rata basis. While we have no objection to donating the present 
surplus, and reserves of the production credit corporations and the Federal inter- 
mediate credit banks to the merged institutions as a permanent Federal subsidy, 
there would be no justification for distributing this surplus to private stock- 
holders upon liquidation. When a bank is dissolved and the surplus ceases to 
be required for the purpose for which it was intended, it should be returned to 
the Treasury, as is now provided by law in the case of the Federal intermediate 
credit banks. 

2. The Federal intermediate credit banks should continue, after the merger, 
to be subject to the budget provisions of the Government Corporation Control Act 
until such time as the production credit associations shall retire all of the Gov- 
ernment-owned stock in these banks. So long as the Government has a direct 
investment in the banks and assumes a large contingent liability in connection 
with their operations, it is essential that the banks’ financial plans be subject to 
annual review by the President and the Congress. 

3. The aggregate amount of the two revolving funds for the capitalization of 
the Federal intermediate credit banks and the production credit associations 
should be held at the present level of $130 million. An increase in this amount 
does not appear to be warranted by the estimated future capital requirements of 
the banks and the production credit associations. There would be no objection, 
however, to reallocating the amounts in the two funds and providing for an in- 
crease in the fund to capitalize the Federal intermediate credit banks, if accom- 
panied by a corresponding decrease in the production credit fund. 

If amended as stated above, there would be no objection to the submission of 
the draft bill to the Congress and its enactment would be in accord with the 
program of the President. 

You have indicated that referral of the recommended amendments to the Farm 
Credit Board, which has apparently made certain commitments in developing the 
present draft and holds strong views with respect to its provisions, would result 
in considerable delay which might preclude consideration of the bill during the 
present session of the Congress. Under the circumstances, and in view of your 
strong representations that the Congress is urgently requesting submission of this 
legislative proposal, we would agree to your forwarding a copy of the bill pro- 
posed by the Board, together with an appropriately amended bill, to the Congress. 

‘Your letter of transmittal. should set forth the modifications which would be 
required to bring the Board’s proposal into accord with the program of the 
President. 

It is requested that a copy of this letter accompany submission of the draft bill 

to the Congress. 
Sincerely yours, 
RowLAND Hueues, Director. 


SUGGESTED TECHNICAL MODIFICATIONS 


1. The Treasury Department made the following suggestions: 

(1) “If the production credit corporations are dissolved, there would be no 
need for the amendment to section 2 of the Farm Credit Act contained in sec- 
tion 105 of the bill which would increase from $40 to $100 million the amount 
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of the revolving fund available for the purchase of stock in the intermediate 
credit banks. In any event, it would not appear necessary to restore the avail- 
ability for future stock subscriptions of the $40 million that has been returned 
to the Treasury from the revolving fund for the purchase of stock in the pro- 
duction credit associations.” 

(2) “It is a misnomer to refer to the payment to the Government that would 
be provided by the amendment to section 206 of the Federal Farm Loan Act con- 
tained in section 103 of the bill as ‘a franchise tax’ since the payment would 
bear no relationship to taxes imposed by the Internal Revenue Code. As an 
alternative, the payment could be referred to as a dividend payment.” 

(3) “Section 206 (b) of the Federal Farm Loan Act as it would be amended 
by section 103 of the bill would exempt from Federal income tax patronage 
refunds by intermediate credit banks while the Government holds stock in the 
banks. The proposed exemption would be in conflict with the administration’s 
general recommendations on the tax treatment of patronage dividends and the 
Department recommends its deletion.” 

2. The following paragraph is from the comments of the Comptroller General 
of the United States: 

“Section 105 of the proposed bill provides for the retention of a revolving fund 
of $60 million from which the Governor may purchase stock of production 
credit associations, and for another $100 million which may be used by the 
Governor for subscriptions to the capital stock of the Federal intermediate 
credit banks. Because some of the production credit associations will be par- 
tially financed from the revolving fund while at the same time owning stock of 
the banks, the Government would in such cases be placed in the position of 
lending to such associations the funds used to retire its own stock. Further, 
because the proposed bill (sections 104 and 105) would authorize loans between 
the Federal intermediate credit banks, the banks for cooperatives, and the now 
privately owned Federal land banks, the funds of Federal intermediate credit 
banks and the banks for cooperatives, including their revolving funds, could 
in effect be placed at the disposal of the privately owned Federal land banks.” 

3. The Board of Governors of the Federal Reserve System made the following 


-comments on section 201 (c) of the proposed bill: 


“That section would exempt debentures issued by the banks for cooperatives 
from the limitations and restrictions prescribed by section 5136 of the Revised 
Statutes with respect to the powers of national banks and member State banks 
‘to invest, underwrite, and deal in securities. The bank ng problem involved 
in this proposal is not momentous, and the Board is sympathetic toward the 
desire of the Farm Credit Administration to enable the banks for cooperatives 
to finance their operations as economically as possible. Nevertheless, from the 
‘bank supervisory viewpoint there is no sufficient justification, in the opinion of 
Board, for conferring exempt status on such debentures; nor does that status 
appear to be necessary in order to enable the banks for cooperatives to distribute 
their debentures successfully. For these reasons, the Board would not favor 
the grant of exemption embodied in seetion 201 (c) of the draft bill. 

“It has been suggested that exemption is appropriate in this case because 
similar debentures issued by the Federal intermediate credit banks are exempt 
from the provisions of section 5136. Assuming that the two classes of debentures 
are comparable, the Board would be inclined to feel that exempt status is inap- 
propriate with respect to both, especially since the draft bill is designed to 
effectuate further the objective of the Farm Credit Act of 1953 of making the 
ownership and direction of the intermediate credit banks increasingly non- 
governmental.” 

4. The draft bill would have the Governor of the Farm Credit Administration 
hold stock in the production credit associations in behalf of the United States 
Government. This could be constried as converting such production credit 
associations into mixed ownership corporations, which clearly is not intended. 


Senator Hornianp. There are several communications which will 
probably be placed in the record later, but since the persons sending 
them may appear later and probably other communications will also 
be received, I will wait until the end of the hearing and insert all 
needed communications at that time. 

I call as the first witness Mr. Marvin J. Briggs, Chairman-ef the 


Federal Farm Credit Board. 
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STATEMENT OF MARVIN J. BRIGGS, CHAIRMAN, FEDERAL FARM 
CREDIT BOARD, INDIANAPOLIS, IND. 


Mr. Briees. Mr. Chairman and gentlemen of the committee, my 
name is Marvin J. Briggs from Indianapolis, Ind., Chairman of the 
Federal Farm Credit Board. 

Before I proceed may I introduce 2 or 3 other members of the Board 
who are present: Mr. Matthews from Texas, who is Vice Chairman 
of the Board; Mr. Edwards from Florida; Mr. Anderson from West 
Virginia. 

These are 3 of the other 12 members associated with me on the Board. 

Senator Hotianp. Are we to assume that their opinion on this 
pending matter is the same as yours ¢ 

Mr. Bricas. Yes, sir. 

I think, Mr. Chairman, I can save time by reading this. It will be 
very brief. 

It is a pleasure to appear before this committee and discuss the ac- 
tivities of the Federal Farm Credit Board in connection with the 
development of S. 3564, a bill which would merge the production 
credit corporations in the Federal intermediate credit banks and pro- 
Vv a the legislative means for farmer ownership of these banks. 

S. 3! 564 is the same as S. 3549 with minor perfecting amendments, 
while 8 5. 3550 contains important changes requested by | the Bureau of 
the Budget. All farm-credit institutions supervised by the Farm 
Credit Administrs ation, other than these corporations and credit banks, 
are now either wholly farmer-owned or else existing law provides a 
program to accomplish that objective. I shall not attempt to explain 
the provisions of the bill itself. This will be done by Governor Tootell, 
who will testify later. 

My testimony will be limited to a discussion of the events which 
led to the development of the legislative recommendations contained 
in the bill. 

The Federal Farm Credit Board was established pursuant to the 
Farm Credit Act of 1953. The Board was given specific statutory re- 
sponsibility for recommending legislation to the Congress which would 
carry out the declared policy of that act with respect to the manage- 
ment, control, and ownership of the Federal farm credit system. 

Section 2 of that act reads as follows: 


It is declared to be the policy of the Congress to encourage and facilitate 
increased borrower participation in the management, control, and ultimate owner- 
ship of the permanent system of agricultural credit made available through 
institutions operating under the supervision of the Farm Credit Administra- 
tion, and the provisions of this act shall be construed in keeping with this 
policy. 

The Federal Farm Credit Board hereinafter provided for shall within 1 year 
after appointment make recommendations to the Congress of means, supple- 
mental to those provided by this act, of carrying into effect such declared policy, 
including, but not limited to, means of increasing borrower participation in 
ownership of the Federal Farm Credit System to the end that the investment 
of the United States in the Federal intermediate credit banks, production credit 
corporations, Central Bank for Cooperatives, and regional banks for cooperatives 
may be retired. 


Since it took office in December 1953, the Federal Board has had 
10 regular and 8 special meetings. The major portion of the Board’s 
work to date has been concerned with the development of legislative 
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recommendations to carry out its responsibility under the provisions 
of the 1953 act. 

As required by section 2 of that act, quoted above, the Board on 
December 8, 1954, transmitted to the Congress a specia] report setting 
forth its recommendations for legislation to accomplish the objectives 
of that act. 

This report was published as Senate Document No. 7 of the 84th 
Congress. For the reasons set out in the report, the Board made no 
recommendations for the retirement of the Government capital i 
the Federal intermediate credit banks. Instead, it recommended that 
the Congress delay consideration of such legislation until the Board 
had made a further study of the problem. 

A draft bill incorporating most of the recommendations contained 
in the special report of December 8, 1954, was submitted to the Con- 
gress in February 1955, and was introduced in the House as H. R. 
5168 and in the Senate as S. 1286. 

During the hearings on the bill, the representatives of a number of 
production credit associations appeared in opposition to certain pro- 
visions relating to the production credit corporations. These wit- 
nesses assigned different reasons for their opposition but the majority 
of them agreed that the matter should have further study. 

Before enacting H. R. 5168 as the Farm Credit Act of 1955, the 
Congress deleted ‘from the bill provisions which would have required 
the retirement of the Government capital in the production credit 
corporations and the gradual assumption by the production credit as- 
sociations of the cost of their supervision. 

The Farm Credit Administration was asked by the committee to 
give this entire problem further study and to make new recommenda- 
tions on the subject at the next session of the Congress. 

Senator Hotnanp. If I may interrupt at that point, the other pro- 
visions of last year’s act, that is those relating to the Bank for Co- 
operatives and to other branches of the Farm Credit Administration 
were enacted, were they not ¢ 

Mr. Briees. The Production Credit Corporation, section 201, was 
not passed, and we offered no legislation on the retirement of capital 
of the Federal Intermediate Credit Bank. 

Senator HoLttanp. On that of the banks for cooperatives ? 

Mr. Brices. The banks for cooperatives and the Federal Land Bank 
legislation was passed later. 

Senator Hottanp. Then the item of business remaining wpon which 
your Board was to make recommendations to this session of Congress 
has to do with the Production Credit Corporations? 

Mr. Brices. Production Credit Corporations. 

Senator Hotitanp. The Production Credit Corporations, and the 
Intermediate Credit Bank, is that correct ? 

Mr. Briges. That is correct. 

Senator Hotitanp. And the pending legislation relates to that sub- 
ject or those subjects ? 

Mr. Brices. That is right. 

Senator Hottanp. All right, sir. Proceed. 

Mr. Brices. It provides for a merger. 

In the hearings on the farm credit bill last year it was indicated by 
some production credit associations that the provisions of that bill 
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relating to the production credit corporations had not been developed 
in close enough cooperation with the production credit associations 
who were expected to pay off the Government capital in the corpora- 
tions. 

As soon as it became apparent that a further study of this problem 
was necessary, the Board felt that further legislative recommenda- 
tions in this regard should be developed at the “grassroots.” 

Therefore, the Federal Board arranged to hold an informal hear- 
ing in each of the 12 farm credit districts for the purpose of obtaining 
the views and suggestions of the production credit associations and 
the other users of the credit banks. 

It was the desire of the Board to give the interested parties an 
opportunity to participate fully in the development of new legis- 
lative recommendations. In so doing, the Board followed much the 
same procedure which this committee has followed from time to time 
in the development of important farm legislation. These district 
meetings were held last summer during the latter part of July and 
the month of August. 

The 498 production credit associations and the 90 other financing 
institutions (usually referred to as OF Is) using the facilities of the 
intermediate credit banks were notified of these meetings and urged 
to participate in them. 

At these 12 meetings, 486 of the production credit associations— 
and by the way, that is 97 percent, and 63 of the OFIs, and that is 70 
percent—were represented in those district meetings. 

Although the full membership of the Federal Board attended only 
one of the meetings, each of the other meetings was attended by at least 
3 members, including 2 of the 4 appointed from nominees of production 
credit associations. 

In addition, the following were present: District Farm Credit 
Board members, the district representative of the National Advisory 
Committee of Production Credit Associations, the President of the 
Federal Intermediate Credit Bank, the President of the Production 
Credit Corporation, and three members of the Washington staff of 
the Farm Credit Administration. 

In order to stimulate full and free discussion, the following pro- 
cedure was followed at each meeting. One member of the Federal 
Board conducted all 12 of the meetings and discussed a number of 
questions which had been asked from time to time in regard to legis- 
lation affecting the production credit corporations and the Feder! 
intermediate credit banks. 

The Governor of the Farm Credit Administration discussed some 
important considerations involved in any legislation concerning these 
institutions. There were then presented to the group various alterna- 
tive plans which had been suggested to the Federal Board as means for 
retiring the Government capital in the credit banks and the corpora- 
tions. This was followed by a discussion and a question and answer 
period. 

Emphasis was placed on the fact that the Board was not trying 
to sell any particular program but rather wanted to find out the 
thinking of the people who use the system. The second day of each 
meeting was devoted to testimony by the interested groups as to what 
legislative recommendations the Board should make to the Congress. 
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Following this series of these district meetings, a special committee 
of the Federal Board, composed of the member who conducted the 
12 district meetings and the 4 members appointed from nominees of 
the production credit associations, met for a number of days to sum- 
marize and study the results of the meetings. 

This special committee then reported to the full membership of the 
Federal Board at its regular October meeting held at Hershey, Pa. 

This meeting of the Federal Board was held in conjunction with 
the National Farm Credit Directors’ Conference, which is an annual 
meeting of the farm credit directors of all the 12 districts. 

The Federal Board discussed the results of the district meetings 
with the district directors and then adopted a tentative legislative plan 
providing for merger of the intermediate credit banks and the pro- 
duction credit corporations. 

This plan was incorporated in a draft bill which was considered at 
a special meeting of the Board held the first week in November 1955. 
The revised draft of the bill was then taken back to the country in 
November for a second series of meetings, 1 in each of the 12 farm 
credit districts. 

The purpose of this second series of meetings was to explain the pro- 
visions of the draft legislation developed by the Board and to give the 
reasons why the Board had adopted the particular plan incorporated 
in the bill. These meetings were almost as well attended as the first 
series of meetings with 473 production credit associations—and that 
is 95 percent, and 53 OF Is, which is 60 percent—represented in the 
sonnel district meeting. 

It was explained to the group that the bill had been developed 
on the basis of the views of the majority of those who testified at the 
first series of meetings. 

Those in attendance were also invited to offer suggestions for 
improvement in the bill and to make any comments regarding the 
proposed legislation. 

At the conclusion of this series of meetings, the Federal Board held 
a special meeting the first part of December 1955 and agreed upon 
a final draft of the bill. This draft was then submitted to the Bureau 
of the Budget for the usual clearance. 

I have gone into considerable detail in order that this committee 
may know that the bill recommended by the Federal Board is based 
on the views of the people directly concerned. The bill provides a 
plan which by far the greater majority of the production credit 
associations want and are willing to support. 

Since these associations will have the major responsibility for re- 
tiring the Government capital in the credit banks and the corpora- 
tions, it is proper that their views should have guided the Board 
in the development of its recommendations. We believe this was 
a sound approach. 

We were advised by the Bureau of the Budget on March 14, 1956, 
that the Board’s draft of the bill is a step in the direction of fulfilling 
the President’s recommendation in his Finn Message of January 9, 
1956, that the Federal intermediate credit banks and the production 
eredit corporations be merged. The portion of the farm message 
in question reads as follows: 





The Farm Credit Administration has been reorganized to give farmers a 
greater voice in its operation. Further legislation will be proposed to combine 
the production credit corporations and the Federal intermediate credit banks. 
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The Bureau of the Budget further advised, however, that the 
draft bill in its present form was not entirely in accord with the pro- 
gram of the President. It stated that the following changes would 
need to be made in the bill to bring the Board’s proposal into accord 
with that program: 

1. Upon liquidation of any Federal intermediate credit bank, after 
payment of all liabilities and retirement of all stock and participation 
certificates at par (or fact amount), any remaining portion of the 
surplus and reserves of the bank existing on the effective date of the 
new legislation should be paid into the Treasury as miscellaneous 
receipts. Under the Board’s proposal, such surplus and reserves would 
be prorated among the existing stockholders of the bank. 

2. The Federal intermediate credit bank should continue, after 
merger, to be subject to the budget provisions of the Government 
Corporation Control Act so long as the Government owns any stock 
therein. Under the Board’s proposal, the banks would be taken out 
from under the budget provisions of that act but would remain under 
the audit provisions as are other “mixed-ownership Government 
corporations, 

3. The total of the two revolving funds, available for investment 
in stock of the production credit associations and the Federal interme- 
diate credit banks, should be held at the present level of $130 million. 
Under the Board’s proposal, the total of these revolving funds would 
be increased to $160 million out of capital presently in the system. 

For reasons explained in his letter, a copy of which is attached, the 
Budget Bureau Director advised that the Farm Credit Administra- 
tion could submit for the consideration of the Congress a draft of the 
bill proposed by the Federal Board, together with a draft of the bill 
amended to conform with the President’s program as set forth in the 
letter. 

A copy of that letter accompanied the submission of the two drafts 
of the proposed legislation to the Congress. The two bills differ only 
in the three respects set out above. S. 3564 is the draft recommended 
by the Federal Board and 8S. 3550 includes the Budget Bureau amend- 
ments. 

The Federal Board finds itself in a difficult position. It does not 
wish to appear to be in opposition to the program of the President, 
yet S. 3564 represents the judgment of the Board as how best to carry 
out the objectives of section 2 of the Farm Credit Act of 1953. 

As indicated, the Board’s proposal has been developed in close co- 
operation with the production credit associations and the other users 
of the Federal intermediate credit banks. On the basis of the infor- 
mation obtained at the meetings held throughout the country, it is 
evident that the great majority of the production credit associations 
favor the Board’s proposal. 

The Federal Board feels that it has carried out its responsibility 
under the Farm Credit Act of 1953 by developing and presenting for 
your consideration its recommendations which are incorporated in S. 
3564. 

We have also tried to make clear how the Board’s recommendations 
would need to be modified to make them accord with the program of 
the President set forth in the letter from the Director of the Bureau of 
the Budget. Whether the Board’s proposal should be so modified is 
for the Congress to decide. 
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Senator Hortnanp. Justa moment. As stated by the chairman of the 
subcommittee at the beginning of the hearing, there is before this com- 
mittee not only the dra ft which represents the recommendations of the 
Board of the Farm Credit Administration, which is S. 3564, but also 
the draft which represents the bill as requested by the Bureau of the 
Budget, which is S. 3550. 

Mr. Briees. Both were filed. 

Senator Hornanp. There is also before the committee S. 3549, which 
represents the legislation as originally requested by the Farm Credit 
Administration Board, not including some recent technical changes 
and not including the recommendations of the Bureau of the Budget. 

For all pr actical purposes is it necessary for the subcommittee to 
consider S. 3549 or simply to consider only S. 3550, which represents 
the Bureau of the Budget’s opinion as drafted upon the original 

request of the Directors of the Farm Credit Administration, and 
S. 3564, which represents the last request of the Directors of the Farm 
Credit Administration without including the recommendations of 
the Bureau of the Budget. 

Mr. Brices. S. 3564 includes the full recommendation of the Federal 
Farm Credit Board. 

Senator Hotianp. To state my question briefly, the real differences 
in attitude will be reflected to the subcommittee by considering S. 3550 
and §. 3564; is that right ? 

Mr. Briees. That is right. 

Senator Hottanpb. Thank you. 

Mr. Brices. Mr. Chairman, before closing I should like to give the 
committee a brief report on operations to ‘date under title I of the 
Farm Credit Act of 1955, which became effective January 1 of this 
year. 

Title I of that act contains provisions under which the banks for 
cooperatives will gradually retire all Government-owned stock in 
those banks. This is to be accomplished in part by cooperative bor- 
rowers investing in class C stock in amounts related to the interest on 
their loans from the banks. 

The new law is applicable to all loans made after January 1, 1956, 
but not to loans made before that date except by agreement with the 
borrowers. We are pleased to report that about 80 percent of all the 
cooperative associations with loans outstanding on January 1, 1956, 
have voluntarily converted to the new basis and are purchasing class C 
stock of the banks. 

Under the law, a borrowing association owning the “old stock” of a 
bank has the right to have such stock retired upon repayment of 
the loan. 

However, of the $20.6 million of “old stock” o the banks owned 
by cooperative associations on January 1, 1956, 75 percent, or more 
than $15 million of that amount, has now been Voluntarily converted 
to the new class B and class © stock of the banks which cannot be 
retired until all Government capital in the banks has been repaid. The 
conversion to class B and class C stock was made by 80 percent of the 

2,562 associations which held stock in the banks on January 1, 1956. 

Senator Horianv. In other words, if I understand it, something 
more than three-fourghs of the associations have already accepted 
the provisions for retirement of the Government stock even as to loans 
which were outstanding when the legislation was passed ¢ 
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Mr. Briges. It is 80 percent of the number, Senator, and 75 percent 
of the dollar volume of loans. 

Senator Hottanp. They could have waited until the time that the 
law by its terms would automatically affect loans made after January 
1 of this year? 

Mr. Briees. That is right. This $20 million of old stock which the 
cooperative associations held, they might have continued to hold it 
and credited it against the loan when they repaid it, say in 5 years 
or 10 years. But they transferred that stock into class B and C 
stock which became the permanent capital of the bank, which they did 
not have to do under the requirements of the acts. 

It shows good faith and performance. It shows an attempt on the 
part of cooperatives to take the Government out. 

Senator Hotianp. Well, I commend both the Board and the asso- 
ciations for that showing. It certainly indicates that they were in 
earnest when they requested the legislation in 1955. 

Mr. Briees. We used the reference because we believed the per- 
formance of production credit will be equally as good and equally 
as effective. 

Here is a note on taxes. It is estimated enough class C stock will 
be issued, that is the voting stock during the 8-month period January 
1, 1956, to June 30, 1957, to enable the banks to retire between 714 
and 8 million of Government-owned stock in the banks. 

You may also be interested to know under the provisions of the 
Farm Credit Act of 1953, the banks for cooperatives have paid fran- 
chise taxes as follows: 


Period Amount 
13 monthe/te Jee BO, 90Gb cis iia he ee betta $1, 166, 835 
OD Sa i I ik a a 1, 553, 191 
© Sui Tike TR Bg ae 660, 510 
I pedi eseinne sa onesie see tcbitaaee oot oat cat adios tle cients dae a cae ete 3, 380, 536 


These early results of operations under the Farm Credit Act of 
1955 are most encouraging and indicate a genuine enthusiasm on the 
part of borrowing cooperatives to retire the Government capital in 
the banks as rapidly as possible, which is one of the major objectives 
of that Act. 

May I just conclude this statement by saying that we believe if 
this legislation is passed, and the production credit associations are 
permitted to take the Government out of the Federal Intermediate 
Credit Bank, that they will show the same good faith and perform- 
ance that the cooperatives have shown, and do this job. 


Senator Hottanp. I compliment you on the statement, Mr. Briggs. 


The job that is to be done, however, under the pending legislation will 
probably take a good deal longer time, will it not, than that which is 
already moving ahead so rapidly under the 1955 legislation ? 

Mr. Brices. We have provided that whenever agriculture is in a 
squeeze and whenever interest rates are high, the banks will have a 
narrower margin in their interest rates and smaller amounts will be 
paid to the Government in retirement of stock. 

When conditions are good and money costs are low the banks will 
have a wider margin in their interest rates and a greater amount of 
Government capital will be retired. 

We have provided the flexibility in the act which we think needs to 
be there for preduction credit associations. 
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Senator Hottanp. Do either of you Senators have questions to ask? 

Senator Scnorrret. I have no further questions, Mr. Chairman. 
Unfortunately I must say that I have an appointment in one of the 
executive departments downtown at 11 o’cloeck and if the chairman 
of this subcommittee will excuse me, I assure him I will be back and 
attend all the other hearings. 

Senator Hottanp. We will do so with regret. 

The next witness will be Governor Tootell. 


STATEMENTS OF R. B. TOOTELL, GOVERNOR; HAROLD A. MILES, 
DIRECTOR, SHORT-TERM CREDIT SERVICE; JOHN C. BAGWELL, 
GENERAL COUNSEL; AND MARTIN H. UELSMANN, DEPUTY 
DIRECTOR, SHORT-TERM CREDIT SERVICE, FARM CREDIT ADMIN- 
ISTRATION 


Mr. Toorett. Mr. Chairman and gentlemen of the committee, I am 
pleased at this opportunity to appear before you in behalf of S. 3550 
and 3564. I should like to introduce to you my associates who are 
going to help out with answering the questions. 

Mr. Harold A. Miles, Director of Short Term Credit Service; Mr. 
John Bagwell, General Counsel, and Mr. Uelsmann, Deputy Director 
of Short Term Credit Service. 

Senator Hottanp. We are glad to have all you gentlemen here from 
the staff of the Farm Credit Administration. 

If it is necessary for you to supplement your statement from any 
of these gentlemen, why we can call them right into the record. 

Mr. Toorent. All right; thank you very much. 

Mr. Briggs as chairman of the Farm Credit Board stressed largely 
the development of the legislation which is before your committee. 

I should like if it is agreeable with you, to submit a copy of my 
formal statement for the record and then to discuss rather infor mally 
the major provisions of this proposed legislation, and then undertake 
to answer any questions which your committee might have. 

Senator Hottanp. First then we will place in the record your entire 
formal statement consisting of pages 1 to 31 inclusive. 

Mr. Tooretx. If you will, please. 

(The prepared statement submitted by Mr. Tootell is as follows:) 

I greatly appreciate the opportunity to appear before you and present. the 
views of the Farm Credit Administration on S. 3564 and related bills which 
would make important changes in the laws relating to farm credit institutions 
concerned with short- and intermediate-term credit for farmers and ranchers. 
S. 3549 differs from S..3564 in only minor respects and S. 3550 contains Budget 
Bureau amendments which will be explained in the course of my testimony. 

The chairman of the Federal Farm Credit Board has reviewed with you the 
development of this proposed legislation. Before discussing its provisions, I 
would like to present some background information about the Federal Farm 
Credit System. 

The Farm Credit Administration is an independent agency within the executive 
branch of the Government. The agency consists of the Federal Farm Credit 
soard, the governor, and other officers and employees. The Federal board con- 
sists of 13 members, 12 of whom are appointed by the President with the advice 
and consent of the Senate. The 13th member of the board is designated by 
the Secretary of Agriculture as his representative on the board. The Farm 
Credit Administration supervises, examines, and coordinates the activities of 
the credit agencies comprising the cooperative Federal Farm Credit System. 


“The governor, under general supervision and direction of the Federal Farm 
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Credit Board is responsible for the execution of the laws creating the powers, 
functions, and duties of the Farm Credit Administration. 

There are in each of the 12 farm credit districts a Federal land bank, a 
Federal intermediate credit bank, a production credit corporation, and a bank 
for cooperatives. There is a Central Bank for Cooperatives located in the Dis- 
trict of Columbia. Each district has a district farm credit board which also 
serves as the board of directors of each of the four district institutions. Each 
district farm credit board consists of 7 members, 2 elected by the national farm 
loan associations of the district, 2 by the production credit associations of the 
district, 1 by the cooperative associations which hold voting stock in the district 
bank of cooperatives, and 2 members appointed by the governor of the Farm 
Credit Administration. 

The Federal land banks provide farmers and ranchers with long-term credit 
on farm real estate through approximately 1,100 national farm loan associations. 
The Federal intermediate credit banks discount agricultural paper for and 
make loans to production credit associations and other financing institutions 
(usually referred to as OFI’s) which make short- and intermediate-term loans 
to farmers and ranchers. The production credit corporations are not themselves 
engaged in making loans but supervise the production credit associations. The 
banks for cooperatives extend credit to farmers’ cooperative marketing, pur- 
chasing, and service cooperatives. 

The cooperative Federal Farm Credit System provides qualified farmers with 
credit on a sound basis adapted to their needs and at interest rates based on 
the cost of money in the market plus the cost of operating the system, including 
provision for adequate reserves. Funds which are loaned by the farm credit 
institutions are obtained largely from the sale of bonds and debentures to the 
investing public. 

Each borrower from a Federal land bank is required to become a member 
of the national farm loan association through which the loan is made. The 
association is a farmer-owned cooperative organization chartered and supervised 
by the Farm Credit Administration. The borrower subscribes to capital stock 
of the association in an amount equal to 5 percent of the face amount of his 
loan and the association is required to purchase an equal amount of stock in 
the Federal land bank of the district. Farmer members own all the capital 
stock of each of the approximately 1,100 national farm loan associations; and 
the associations, in turn, own all of the capital stock of the Federal lank banks. 
Thus, the Federal land bank system is completely farmer-owned and has been 
since 1947 when the last of the Government capital was retired. 

The production credit associations are cooperative organizations chartered 
by the Farm Credit Administration and supervised by the production credit 
corporations and the Farm Credit Administration. Bach borrower from a pro- 
duction credit association is required to own class B (voting) stock in the 
association in an amount equal to 5 percent of the amount of the loan. The 
amount of class A (non-voting) stock of the associations originally owned by 
the production credit corporations has been reduced from a peak of $90 million 
te about $2.2 million and 440 of the 498 associations are now entirely farmer- 
owned. The production credit associations are, therefore, rapidly becoming 
wholly farmer-owned. 

Under the provisions of the Farm Credit Act of 1955, enacted during the first 
session of the 84th Congress, each borrower from a bank for cooperatives is 
required to purchase quarterly class C (voting) stock in the bank in an amount 
related to the quarterly interest payable on its loans (from 10 to 25 percent 
as determined by the bank with the approval of the Farm Credit Administra- 
tion). The net earnings of the banks, after reserves, dividends on class B (in- 
vestment) stock, and franchise taxes are provided for, are required to be 
distributed in class C stock to borrowing cooperatives. Class A (Government- 
owned) stock of the banks is required to be retired each year in an amount equal 
to the amount of class C stock issued for that year. Over a reasonable period 
of years it is expected that funds from the interest “override” and from net 
earnings will enable the banks to retire all class A stock now owned by the 
United States. 

You will note that these farm credit institutions are either now wholly farmer- 
owned or else they are becoming so under existing law. There remain, however, 
two farm credit institutions—production credit corporations and Federal inter- 
mediate credit banks—which have always been and still are wholly Government- 


owned. Present law does not provide any means of converting either of them- 
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te farmer-owned institutions. H. R. 10285 would provide the legislative tools 
for completing the job of converting all institutions supervised by the Farm 
Credit Administration to wholly farmer-owned institutions. 

Before getting into the provisions of the bill, I should like to make a further 
statement with respect to those institutions principally affected by the proposed 
legislation. 

FEDERAL INTERMEDIATE CREDIT BANKS 


The 12 Federal intermediate credit banks were established in 1923 to provide 
agriculture with a permanent, stable, and dependable source of short- and inter- 
mediate-term agricultural credit. They were organized to serve as banks of 
discount and not as direct lending banks. They were authorized to discount 
agricultural paper for commercial banks and certain other types of private 
lending institutions, and later, for the production credit associations organized 
under the Farm Credit Act of 1933. In addition, the banks are authorized to 
make loans to and discount paper for the banks for cooperatives and to make 
certain types of loans direct to farmers’ cooperative associations. 

Prior to the establishment of the Federal intermediate credit banks, seasonal 
and short-term credit for agriculture was supplied principally by country banks, 
individual lenders, and merchants, including manufacturers and distributors 
of implements, machinery, fertilizer, etc. There were also a few agricultural 
credit corporations and livestock loan companies which, in turn, obtained funds 
for lending purposes by borrowing from and rediscounting with commercial 
banks. Under the Federal Reserve Act of 1913, the Federal reserve banks were 
authorized to discount agricultural paper with maturities up to 6 months offered 
by member banks. 

Aside from emergency seed loans made by the Government, beginning in 1921, 
and the discounting of agricultural paper by the War Finance Corporation for 
a short period, there were no other Federal facilities available to meet the 
seasonal credit needs of farmers and ranchers until 1923. 

The agricultural credit situation in the early 1920’s was in a disorganized 
state. Credit was often difficult to obtain when most needed. Loans available 
from commercial banks were usually for 90 days, which was too short a period 
to meet the annual cycles of production, harvesting, and marketing peculiar to 
agriculture. It had become evident that the seasonal production credit needs 
of agriculture were not being met by existing agencies. As a temporary meas- 
ure the Congress, in 1921 and 1922, amended the War Finance Corporation Act 
of 1918 to permit that corporation to make commodity loans to farmers’ co- 
operatives and to extend credit to banks and to agricultural and livestock credit 
corporations to enable them to make and carry loans to farmers and ranchers. 
The agricultural lending powers thus given to the War Finance Corporation 
and its experience in that field in 1921 and 1922 proved most helpful in develop- 
ing a permanent system for seasonal agricultural financing. It demonstrated 
that what agriculture needed was a source of credit based upon funds drawn 
from the investment markets of the country and not dependent upon local 
deposits. 

In the light of these conditions, and after exhaustive studies and investiga- 
tions, the Congress undertook to provide the means whereby investment funds 
could be made available to finance the production and marketing credit needs 
of agriculture. Since individual farmers and local lending institutions could 
not reach investors in the financial centers directly, it was concluded to set 
up an institution or system which, on the basis of obligations of a large number 
of farmers operating over a wide area, could sell its obligations in the large 
money centers. This would make funds available to agriculture on terms suited 
to the needs of farmers and ranchers and at rates of interest comparable to 
those paid by industry. The Federal intermediate credit banks were created 
to provide that service. 

The establishment of the Federal intermediate credit banks as a secondary 
source of credit was expected to benefit farmers by enabling banks in agricul- 
tural areas to carry farmers’ and ranchers’ loans for longer terms, since they 
could rediscount the paper when in need of funds, and by encouraging the 
organization and operation of privately capitalized financing institutions which 
would make loans to farmers and rediscount them with these new banks. Some 
commercial banks did avail themselves of the services of the credit banks for a 
time and a considerable number of credit corporations were organized and 
operated for several years after the credit banks were established. A high per- 
centage of the local credit corporations liquidated a few years after their 
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organization. Inadequate capital, incompetent management, unprofitable opera- 
tions, unsound lending practices, and lack of supervision were important factors 
in the relatively short life of many of these institutions. 

As unfavorable agricultural and economic conditions became more acute in 
the early 1930’s, it became apparent that the short-term credit needs of agricul- 
ture were not being met because of the inadequacy of local institutions which 
could make the loans in the first instance, even though the rediscount facilities 
were sufficient to provide the necessary funds through sales of securities in the 
investment markets. Efforts to have local interests establish credit corpora- 
tions and loan companies eligible to borrow from the credit banks were largely 
unsuccessful by reason of the lack of funds to capitalize such corporations. 
Thus, by reason of the inability of private lending agencies to meet the need 
for short-term agricultural credit, the objectives sought through the establish- 
ment of the intermediate credit banks were not fully accomplished. An ade- 
quate source of secondary credit was of little benefit to agriculture if primary 
lenders did not make the funds available to individual farmers. It was in this 
setting that the Congress provided, in the Farm Credit Act of 1933, for the estab- 
lishment of a system of local cooperative production credit associations which 
would make the rediscounting services of the Federal intermediate credit banks 
available to every farmer in the United States who has a satisfactory basis for 
credit. 

Asa result of the growth and development of the production credit system, the 
major part of the credit business of the banks is now done with the production 
credit associations. During the fiscal year 1955, about 88 percent of the banks’ 
average daily balances of loans and discounts outstanding were accounted for 
by the production credit associations. In the fiscal year 1954, that percentage 
was S87. Among the farm credit districts this percentage ranged in the fiscal 
year 1955 from 66 to 96 percent. 

Most of the business now handled by the credit banks for institutions other 
than the production credit associations, that is the OFT’s, is for State-chartered, 
privately capitalized agricultural credit corporations and livestock loan com- 
panies, together with a few commercial banks, 

The Federal intermediate credit banks were provided with an initial capital 
of $5 million for each bank subscribed by the United States. Additional capital 
for the credit banks was provided by an act of Congress approved January 31, 
1984. That act made available to the Farm Credit Administration a revolving 
fund of $40 million and authorized the Governor, with the approval of the Sec- 
retary of the Treasury, to subscribe for and to pay in such additional capital 
and paid-in surplus as he deemed necessary to enable any intermediate credit 
bank to meet the needs of its eligible borrowers. As of December 31, 1955, the 
Government’s capital investment in the banks was $62.4 million consisting of 
the original $60 million of capital stock and $2.4 million of paid-in surplus. The 
law has never provided for ownership of capital stock of these banks except by 
the United States. 

The intermediate credit banks finance their lending operations primarily 
through the issuance and sale to the investing public of consolidated collateral 
trust debentures and by direct borrowings from commercial banks. During the 
fiscal year 1955, these banks issued $1,046,330,000 of debentures. At the end of 
that fiscal year there were $793,480,000 in debentures outstanding. These de- 
bentures are the joint and several obligations of the 12 Federal intermediate 
credit banks. They are not guaranteed either as to principal or interest by the 
Federal Government. 


PRODUCTION CREDIT SYSTEM 


/This system consists of 12 production credit corporations, which are wholly 
Government-owned, and 498 production credit associations, 440 of which are 
wholly farmer-owned. 

The production credit corporations were established under the Farm Credit 
Act of 1933 to organize, capitalize, and supervise the production credit asso- 
ciations in order to provide agriculture with a permanent and dependable source 
of short-term credit on a cooperative basis. 

The production credit corporations were capitalized by stock subscriptions on 
behalf of the United States out of a revolving fund of $120 million. As each 
production credit association was organized, the district production credit corpo- 
ration subscribed to a sufficient amount of its class A (nonvoting) stock to permit 
it to begin lending operations. As stated above, each borrower from the asso- 
ciation is required to own class B (voting) stock in an amount equal to 5 percent 
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of the amount of the loan. Farmers and ranchers own approximately $23 million 
of class A (nonvoting) stock in their associations. This is an investment they 
have made above what the law requires them to own in connection with their 
loans. Most of the associations have chosen to devote all their net earnings to 
building up their financial strength. As a result, their members have foregone 
any return on their stock investment. This has been done as a matter of loyalty 
to their association and to speed the day when their local association might be 
completely member-owned. As capital investments by members grew and earn- 
ings of the associations accumulated, the caiptal stock held by the corporations 
was retired and the proceeds returned to the corporations. This plan of opera- 
tion has enabled the associations to retire all but about $2.2 million of the ap- 
proximately $90 million of Government capital invested in them and only 58 
associations have any Government capital left. 

As of December 31, 1955, the corporations had outstanding capital stock owned 
by the United States in the amount of $31,350,000 and earned surplus and re- 
serves of about $13,500,000. There remains in the revolving fund $58,650,000 
available for future subscriptions to the stock of the corporations, $30 million 
having been returned in 1949 from the revolving fund to the general fund of the 
Treasury. The operating costs of the corporations are paid out of earnings on 
the investment of their Government capital and out of their earned surplus 
and reserves. 

As of December 31, 1955, about 479,000 farmers and ranchers owned capital 
stock (classes A and B) of the associations amounting to approximately $98 
million. The surplus and reserves of all associations totaled $97 million on that 
date. In addition to these accumulated earnings, the associations had set aside 
out of earnings about $10 million as specific and general provisions for bad-debt 
losses. The associations are authorized to issue class C stock but so far none 
has been issued. The volume of loans made by the 498 associations during the 
calendar year 1955 was approximately $1,400 million. We believe these figures 
clearly show the progress that has been made in building a sound, cooperative, 
production credit system for agriculture. 

The function of the corporations to organize and capitalize the production 
credit associations has been largely achieved. There is, however, a continuing 
need for production credit associations to have available to them revolving fund 
capital which can be subscribed to supplement their members’ capital when 
necessary and appropriate in order to maintain credit service. This important 
function must be continued after merger, and the legislation before you makes 
adequate provision for this in order that the associations may be able to meet 
the credit needs of agriculture. 

The most important remaining function of the corporations is that of assisting 
in supervising the production credit associations. Supervision and training in 
credit and operating matters have been important factors in the growth and 
development of the local associations, both as to their financial strength and in 
extending sound credit service to agriculture. The production credit corpora- 
tions preseribe general loan policies for the associations and guide them in the 
application of sound credit principles. The corporations make credit exami- 
nations of outstanding loans on behalf of the Governor and review lending and 
collection policies of the associations. The corporatins also assist in the train- 
ing of employees, prescribe and approve loan-interest rates, approve the com- 
pensation of personnel, and generally guide the associations in the conduct of 
their business and service to agriculture. We believe that important supervisory 
functions must be continued, and the legislation makes adequate provision there- 
for as will be explained later. 

I will now discuss the provisions of the bill. 

The bill contains an important statement of policy relating to agricultural 
credit. It is declared to be the major purpose of the bill to continue to provide 
agriculture with a sound, dependable, and effective source of credit. To that 
end the policy of the legislation is to encourage and promote the continued growth 
and development of the production credit associations as self-supporting, co- 
operative, lending institutions serving the needs of agriculture. The policy 
declaration also, in effect, dedicates the credit banks to the service of all agri- 
culture. Its facilities are declared to be equally accessible to the production 
credit associations and to all other eligible primary lenders. This would be 
true even after the production credit associations became the owners of the 
banks. Continued availability of the facilities of the banks to all qualified pri- 
mary lenders, both within and without the Federal farm credit system, is essen- 
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tial to a nationwide agricultural credit system. The facilities of the credit 
banks are of benefit to farmers only to the extent that funds reach them through 
primary lenders. It is in the interest of agriculture generally to protect all 
users of the credit banks and the policy statement is designed to do just that. 


Merger of corporations and credit banks 


Section 101 of the bill provides for the merger of the production credit 
corporation of each district in the Federal intermediate credit bank of the 
district. The merged institution would continue to be known as the Federal 
intermediate credit bank. Except for stock in the production credit associations 
now held by the production credit corporations, all assets of the corporation 
would be transferred to the credit bank and the bank would assume all obliga- 
tions of the corporation. The stock which the production credit corporations 
now hold in the production credit associations would be transferred to the 
Governor and a like amount of stock which the Governor now holds in the 
corporations would be canceled. 

Section 101 of the bill provides for a continuation of the necessary supervisory 
and service functions heretofore performed by the production credit corporations. 
Most of these functions would be transferred to the credit banks. The need 
of the production credit associations for assistance and supervision is generally 
recognized. 

The Federal Board deliberated at length the question of how best to provide 
the associations with the necessary supervision and assistance. It was first 
thought that the production credit corporations should continue to perform these 
functions and the farm credit bill considered by this committee last year so 
provided. After obtaining the views of the production credit associations and 
upon further consideration of the problem, the Federal Board has concluded that 
these functions can be carried out effectively by the credit banks at some overall 
savings in cost. In addition, merger of the corporations in the credit banks will 
simplify the corporate setup of farm credit at the district level and, we believe, 
result in an improved credit service to farmers and ranchers. 

The bill directs the Farm Credit Administration to provide for the organiza- 
tion and assignment of functions within the credit banks in a manner which 
will assure proper supervision of and assistance to the production credit asso- 
ciations. This would authorize a separation of discounting and supervisory 
functions within the banks if deemed necessary to assure helpful and effective 
supervision of the associations independent of the present discounting functions 
of the banks. Although all officers and employees of the bank would be respon- 
sible to the president and the board of directors, under such a separation those 
directly responsible for discounting operations would not be responsible for 
supervising the institutions rediscounting with the banks. Thus, the bill obli- 
gates the Farm Credit Administration to provide for appropriate handling of 
the discounting and supervisory functions of the merged institutions consistent 
with recognized principles of good business management. 

The cost of these supervisory and service functions would be paid by the banks. 
The income derived from the existing surplus of the production credit corpora- 
tions which is now devoted to the payment of such costs would continue to be 
so used after merger. It is anticipated that the merger will result in substantial 
savings in operating costs. 

Section 101 of the bill also provides the manner in which the board of directors 
of each bank shall select officers and employees for the merged institution. The 
officers and employees of the bank and corporation would become officers and 
employees of such institution to the extent they are qualified and needed. The 
bil. is so drawn that there would be no break in the continuity of service of 
officers and employees who are retained and consequently their retirement rights 
would be protected. 

Stock of the banks after merger 

Section 102 of the bill contains amendments which would provide a new capital 
structure for the banks. After merger there would be 2 classes of stock: class A 
with a par value of $100 and class B with a par value of $5. The banks now have 
only one class of stock, all of which is owned by the Government. 

Class A stock.—On the effective date of the legislation, the present stock of 
each credit bank now held by the Secretary of the Treasury, amounting to $60 
million for all 12 banks, would be transferred to the Governor of the Farm Credit 
Administration. The Governor would be authorized to reallocate this capital 
by appropriate transfers of funds among the several banks. Under existing law 
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each bank is required to have a minimum paid-in capital of $5 million, regardless 
of its volume of business. Under the proposed authority to reallocate present 
capital the Farm Credit Administration would be able to provide each bank 
with a capital structure more nearly in proportion to its volume of business and 
related borrowings. After this adjustment in the capital of the banks, the then 
existing stock of each bank would be exchanged for an equal par amount of 
class A stock of the bank. Stock of the production credit corporations held by 
the Governor on the effective date of the legislation, less the amount canceled 
by reason of the transfer of the production credit association stock held by the 
corporations, would also be exchanged for an equal par amount of class A stock 
of the banks. All such class A stock would be held by the Governor on behalf 
of the United States and no dividends would be paid on such stock. 

The bill provides for the retirement of class A stock on a flexible basis. When- 
ever the net worth of the bank amounts to more than one-sixth of its highest 
month-end balance of debentures and other such obligations outstanding during 
the preceding 5 years, the minimum amount of class A stock which the bank 
would retire would be the total amount of class B stock and participation certifi- 
cates issued for that year. As will be explained later, class B stock would be 
issued to the production credit associations and the participation certificates 
would be issued to the OFI’s. Whenever at the end of any fiscal year the net 
worth of the bank amounts to one-sixth or less of such outstanding indebtedness, 
the amount of class A stock to be retired would be determined by each bank. 
Thus, the provisions relating to the retirement of class A stock afford a con- 
siderable degree of flexibility and would permit the banks to accelerate or retard 
retirements of capital stock in accordance with variations in the credit demands 
upon them. 

The proceeds from the retirement of class A stock would be paid into the 
Treasury as miscellaneous receipts until there is so paid a sum equal to the 
amount of class A stock issued by the bank in exchange for the stock of the pro- 
duction credit corporation of the district. The proceeds from further retirements 
of class A stock of the bank would go into the revolving fund which under 
present law is available for investment in capital stock of the credit banks when 
the need therefor arises. The present $90 million revolving fund available for 
investment in capital stock of the production credit associations would be re- 
duced to $60 million. 

Class B stock.—Class B stock would be issued only to production credit asso- 
ciations. The associations would be required, within 60 days after the effective 
date of the legislation, to subscribe to an aggregate amount of class B stock equal 
to 15 percent of the total amount of class A stock of all 12 banks. In dollars, 
this would amount to about $13 million for all 498 production credit asso- 
ciations. This amount would be apportioned among the associations on the 
basis of their use of the banks during the previous 5-year period; that is, each 
association would be required to subscribe to class B stock in an amount slightly 
in excess of 2 percent of the average amount of the loan and discount indebtedness 
of the association to the bank during the immediately preceding 5 years. The 
associations would be given a period of 2 years in which to pay for such stock 
subscriptions. 

The class B stock subscription of an association with a $1 million average 
volume of loans and discounts with the bank would be approximately $20,000. 
This subscription would be paid in three installments. One-third, or apprexi- 
mately $6,700, would be paid within 2 months after the effective date of the 
legislation, another one-third would be paid within a year, and the remaining 
one-third would be paid within 2 years. A typical production credit associa- 
tion with an average volume of loans and discounts of $1 million at the bank 
probably would have a net worth ranging between $275,000 and $300,000. 

The bill is designed to permit maximum flexibility in setting the banks’ dis- 
count rates which will determine their earnings. During periods of relatively 
high money costs, or of unsatisfactory agricultural conditions, it is expected 
that the spread or margin between the discount rate and the cost of money to the 
banks would be narrow. When money costs are relatively low and agriculaure 
is in a more satisfactory condition the interest spread would be wider, the 
earnings of the banks would be greater, and Government capital would be 
retired more rapidly. This flexibility in the rate of paying off Government cap- 
ital in the credit banks is one of the important features of the bill. It keeps 
before the banks and associations the goal of adequate progress. toward re- 
tirement of that Government capital, but permits a desirable and necessary 
degree of latitude in the amount of annual payments for that purpose. It will 
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protect the associations from the rigidity of a fixed schedule of annual pay- 
ments, which in times of high money costs and reduced net income in agri- 
culture would place undue additional burdens on the associations and their 
members. 

It is estimated that after the merger becomes effective the 12 Federal inter- 
mediate credit banks as a system will be able to meet their operating costs 
out of investment income and an average interest spread of Yo of 1 percent be- 
tween their lending rates and the cost of money. In other words, taking in- 
vestment income into account, the average “break even” point for the 12 banks 
will be about Yo of 1 percent, although that rate will vary among the different 
banks. It is expected that over the entire period of purchase this spread will 
average around % of 1 percent. The average spread during the past 10 years has 
been slightly less than .4 of 1 percent. With an average spread of % of 1 per- 
cent it is expected that most of the banks would retire all Government capital 
within a period of less than 30 years. Some banks would pay out in less than 
20 years. These estimates are based upon the assumption that the future volume 
of business of the banks will be slightly more than their present loan and discount 
volume. 

After all class A stock is retired, noncumulative dividends of not to exceed 
5 percent would be authorized to be paid on class B stock and participation 
certificates. After all class A stock is retired, the banks would be authorized 
to retire class B stock at par and participation certificates at face amount in 
accordance with the cooperative principle of retiring first the oldest outstanding 
stock and certificates. In the event of liquidation or dissolution of a production 
credit association or an OFI, the bank could at any time also retire at book 
value, not exceeding par or face amount, class B stock and participation 
certificates of the bank owned by such association or institution. 

Lien on stock and participation certificates——The bank would have a first 
lien on all stock in the bank owned by the production credit associations and 
on all participation certificates owned by OFI’s as additional collateral for 
any indebtedness owing by the holders to the bank. The bank, however, would 
be prohibited from making any loan or advance on the security of its own stock 
or participation certificates. 


Application of earnings 

Section 108 of the bill contains amendments which would provide a new 
method for application of net earnings of the banks. After providing for valua- 
tion reserves and for any losses in excess of such reserves, the net earnings 
of each bank would be applied, first, to restoring any impairment in the capital 
stock and participation certificates; second, to restoring any impairment in the 
surplus account of the bank; third, 25 percent of the remaining net earnings 
would be used to create and maintain a reserve account equal to 25 percent of 
the outstanding stock and participation certificates of the bank; fourth, if 
any class A stock is outstanding during all or any part of the fiscal year, the 
bank would pay 25 percent of the remaining net earnings to the Treasury as 
a franchise tax, not exceeding, however, a rate of return on the Government’s 
investment in the bank equal to the average cost of money to the Treasury; fifth, 
if no class A stock is outstanding, the remainding net earnings would be avail- 
able for payment of dividends of not to exceed 5 percent on class B stock and 
participation certificates; and sixth, any remaining net earnings would be dis- 
tributed as patronage refunds to the production credit associations and the 
OFI’s patronizing the bank. As long as there is any class A stock outstanding, 
patronage refunds would be paid in class B stock to the production credit 
associations and in participation certificates to the OFT’s. After all class A 
stock is retired, patronage refunds could be paid in class B stock and participa- 
tion certificates or in cash at the election of the bank. Recipients of patronage 
refunds in the form of class B stock and participation certificates issued at the 
time class A stock is outstanding would not be subject to Federal income taxes 
on such refunds. Since the class B stock and participation certificates would 
have no realizable cash value, they would not in any real sense constitute income 
to the recipients. This exemption would not apply to patronage refunds made 
after all class A stock of the bank is retired. 

Section 103 of the bill also specifies how losses are to be absorbed in any year 
in which the bank has a net loss. Such losses would be charged, first, to the 
reserve account; second, to surplus other than that transferred to the bank 
from the production credit corporation; third, to surplus transferred to the 
bank from the production credit corporation; fourth, by impairment of class B 
stock and participation certificates; and fifth, by impairment of class A stock. 
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Surplus account 

Under section 1038 of the bill, each bank would be required, on the effective 
date of the legislation, to establish a surplus account consisting of its earned 
surplus, its reserve for contingencies, and the surplus transferred to the bank 
from the production credit corporation. For all 12 banks this would amount 
to about $62.5 million. This surplus would not be allocated and it could not 
be paid out in the form of patronage or other dividends. It would be “frozen” 
as a part of the permanent structure of the bank. Such surplus would, however, 
be available to absorb losses but any impairment would have to be restored 
before net earnings could be used to pay dividends. 


Distribution of assets upon liquidation 

Section 108 of the bill also provides for the distribution of assets in the event 
of liquidation or dissolution of any bank. After payment of debts, class A stock 
would first be retired at par and then class B stock and participation certificates 
would be retired at par or face amount. The remaining assets would be dis- 
tributed, first, by prorating among class A and class B. stockholders any surplus 
established on the effective date of the legislation; and second, by prorating 
any residual assets among the holders of class B stock and the holders of partici- 
pation certificates. 


Discounts and loans 

Section 104 of the bill contains a number of amendments to existing law 
relating to the discount and lending authority of the credit banks. 

Under present law a credit bank may make loans to production credit associ- 
ations upon any security approved by the Governor of the Farm Credit Admin- 
istration, such as Government bonds, but loans to OFI’s may be made only 
on the security of agricultural paper eligible for discount by the bank. Section 
104 of the bill would remove this discrepancy and permit loans to OF I’s on such 
collateral as may be approved by the Governor, provided the proceeds are used 
to make or carry loans for agricultural purposes. 

Under present law the credit banks are authorized to make certain types of 
loans direct to farmers’ cooperative associations. This authority duplicates 
to some extent the lending functions of the banks for cooperatives. Under 
section 104 of the bill the banks could make loans to farmers’ cooperative associ- 
ations only to enable them to make loans to farmers and ranchers for agricul- 
tural purposes. This section of the bill also would permit credit banks to make 
temporary loans to Federal land banks and banks for cooperatives upon terms 
and at interest rates approved by the Farm Credit Administration. 

The credit banks now have authority by law to discount paper with maturities 
up to 3 years. Section 104 of the bill would increase this limit to 7 years. This 
provision would permit the production credit associations and OFI’s to meet 
the demands of farmers for longer term loans. It is recognized, of course, that 
farmers and ranchers have need for loans for semicapital purposes which ordi- 
narily require more than 1 year to repay. Such purposes would include bulk 
milk tanks, heavy equipment, soil-conservation practices, farm buildings and 
repairs, and other comparable items. The associations have always financed 
operations of these types, but have taken 12-month notes and freely renewed 
the balance where performance has been satisfactory. However, a strong de- 
mand has arisen for more realistic terms of maturity for obligations of the types 
mentioned. This amendment will permit the credit banks to discount loans 
with longer maturities in proper cases and thus render a more flexible and effec- 
tive credit service in this field. 

Under existing law discount and interest rates charged by the credit banks 
may not, except with the approval of the Governor of the Farm Credit Admin- 
istration, exceed by more than 1 percent the interest rates borne by the last 
preceding issue of credit-bank debentures. Section 104 of the bill would remove 
this limitation and authorize the credit banks to determine the discount and 
interest rates to be charged: by them, subject to the approval of the Farm Credit 
Administration. The bill would require that the same interest rates apply to 
both the production credit associations and the OFT’s. 

Section 104 of the bill would also amend existing law to authorize the Federal 
land banks to make loans to the credit banks and to banks for cooperatives. 
This and other provisions of the bill, coupled with provisions of existing law, 
would authorize complete interbank borrowings within the farm-credit system 
upon terms and rates of interest approved by the Farm Credit Administration. 
Frequently the need of some banks of the system for funds for short periods 
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could be met by loans from other banks with idle funds. It is in the interest 
of economy and efficiency to permit such interbank borrowings. 

The remainder of title I of the bill contains, for the most part, amendments 
to the Farm Credit Acts of 1933, 1937, and 1953. These amendments are largely 
technical changes made necessary by reason of the merger of the production 
credit corporations and the Federal intermediate credit banks. One of the 
changes, however, dealing with the revolving funds, is important enough to 
comment upon. 

Revolving funds 

Section 105 of the bill would amend section 5 of the Farm Credit Act of 
1933 to reduce to $60 million the revolving fund which is now available for the 
purchase of stock in the production credit corporations but which, under the 
terms of the bill, would become available for the purchase by the Governor of 
the Farm Credit Administration of stock in production credit associations. 
This revolving fund was originally $120 million, but $30 million thereof was 
returned in 1949 to miscellaneous receipts of the Treasury. It is our feeling 
that a revolving fund of $60 million would be adequate for the purpose of capital- 
izing production credit associations, including reinvestment in class A stock of 
those associations needing additional capital because of drought or other adverse 
conditions. 

Section 105 of the bill would also increase from $40 million to $100 million, 
from capital already in the system, the revolving fund out of which the Gov- 
ernor is authorized to purchase capital stock of the credit banks. Under this 
provision of the bill the proceeds from the retirement of class A stock of the 
banks, amounting to $60 million for all 12 banks, would be paid into the revolv- 
ing fund and continue to be available for reinvestment in the credit banks as 
the need therefor arises. In view of the present agricultural situation, it is 
anticipated that short-term credit in increasing volume will be required by 
farmers and ranchers and it is essential that adequate capital funds be available 
to support borrowings by the banks to finance the volume of credit they will 
be called upon to supply. 

Miscellaneous provisions 

Section 201 of title II of the bill would remove the credit banks from the group 
of “wholly owned Government corporations” named in section 101 of the Govern- 
ment Corporation Control Act and add them to the “mixed-ownership Govern- 
ment corporation” named in section 201 of that act. This would mean that the 
eredit banks would no longer be subject to the budget provisions of that act 
requiring the submission of an annual budget program and an annual author- 
ization by the Congress for the expenditure of the banks’ funds for administra- 
tive expenses. As “mixed-ownership Government corporations,’ the banks 
would continue to be subject to audit by the General Accounting Office as long 
as there is any Government capital in them. The amendments contained in 
section 201 of the bill would give the Government Corporation Control Act the 
same applicability to the credit banks as it has to the Federal land banks and 
the banks for cooperatives. 

Section 201 of the bill would also amend the National Bank Act to remove the 
present limitation on national banks investing in debentures issued by the banks 
for cooperatives. A national bank is now prohibited from investing in such 
securities an amount exceeding 10 percent of its paid-in capital and unimpaired 
surplus. This limitation is not applicable to bonds issued by the Federal land 
banks or to debentures issued by the Federal intermediate credit banks and the 
proposed amendment would place all such farm-credit securities on the same 
basis insofar as their purchase by national banks is concerned. 

I should like now to discuss more specifically the status of financing insti- 
tutions other than the production credit associations under the proposed legisla- 
tion. These other financing institutions (usually referred to as OFI’s) consist 
largely of privately owned credit corporations, various types of cooperative 
credit institutions, and a few commercial banks. The OFI’s, except national 
banks and Federal credit unions, are chartered under the laws of various States 
and none of them is subject to supervision by the Farm Credit Administration. 
Unlike the production credit associations which are restricted to borrowing 
from and rediscounting with the credit banks, the OF I’s are free to obtain funds 
from any souree to finance their lending operations. There are at this time 
approximately 90 OFT’s rediscounting with and borrowing from the credit banks. 
During the fiscal year ended June 30, 1955, they contributed about 9 percent of 


ET ae ee 


Ta Re lei a + 8 8 aN er in hic Rae 





FARM CREDIT ACT OF 1956 33 


the volume of business of the 12 banks. Among the several districts these per- 
centages ranged from 1% percent in Columbia to nearly 25 percent in the 
Berkeley bank. 

Some of the OFI’s have expressed objection to the legislation for reasons 
which you doubtless will hear from them directly during the course of the hear- 
ings. Wein Farm Credit feel that the services of the intermediate credit banks 
should continue to be fully available to such institutions as heretofore. It is the 
declared purpose and intent of the proposed legislation to assure a continuation 
of such services. It is our view, therefore, that the objections to the bill voiced 
by some OF'l’s are not well founded. 

One of the principal objections of the OFI’s to the proposed legislation is 
that they would not be permitted to acquire ownership in the banks on the same 
basis as the production credit associations. The Federal Farm Credit System 
is made up of cooperative institutions supervised by the Farm Credit Admin- 
istration. They are, for the most part, farmer-owned and the policy of the 
Farm Credit Act of 1953 is to encourage and facilitate increased farmer owner- 
ship and control of all institutions in the System. The OFI’s with which the 
credit banks are authorized to deal consist of a wide variety of types of organi- 
zations. They include State and national banks; agricultural credit corporations 
organized by banking interests and operated as affiliates or companion lending 
agencies; agricultural and livestock credit corporations set up as subsidiaries 
or affiliates of farmers’ cooperative associations ; and credit corporations organ- 
ized by small groups of local investors to engage in the lending business. Credit 
unions also may rediscount with and borrow from the credit banks. Thus, the 
OF'I’s represent widely differing interests. They are organized under statutes of 
various jurisdictions; they do not serve common purposes or objectives and are 
not under a common supervisory authority. The majority of them are organized 
and operated for profit and are not farmer-owned. 

In contrast to OFI’s, the production credit associations are local cooperative 
farmer-owned organizations which exist for the single purpose of making sound 
loans to their members; they are organized and operate under a single Federal 
statute, with similar policies and objectives; they are subject to a consistent 
pattern of supervision and examination through the Farm Credit Administration ; 
they elect 2 members of the 7-man board of directors in each district and partici- 
pate in the nomination of persons for consideration by the President in selecting 
members of the Federal Farm Credit Board; and these associations furnish the 
great bulk of the business of the credit banks. It is wholly consistent with the 
concept of the Federal Farm Credit System, as a coordinated group of cooperative 
institutions to be owned by farmers and ranchers, that the purchase of the credit 
banks should be accomplished by the production credit associations acting to- 
gether to that end. 

The fear has been expressed that once the credit banks are completely owned 
by the production credit associations an effort will be made to have the services 
of the credit banks limited to production credit association business. There are 
two reasons why this cannot happen. First, the declared policy of this bill makes 
it perfectly clear that the services of the credit banks shall continue to be avail- 
able to the OF I’s on the same basis as to production credit associations even after 
the banks are completely owned by the associations. Second, under the bill the 
banks will continue to be controlled by the several district farm credit boards 
and operate under the general supervision of the Federal Farm Credit Board. 
The production credit associations elect only 2 of the 7 members of the district 
board. The district board and the Federal Board are set up to represent all 
phases of agricultural financing and have responsibility for proper administration 
of the laws enacted by the Congress. It is inconceivable to us that the district 
board or the Federal Board would permit discrimination in any way against the 
OFI’s. Indeed, under the provisions of the bill it would be contrary to law for 
them to do so. Therefore, under the provisions of the bill and in view of the 
board representation on the district board and the Federal Board, the OFI’s 
need have no fear about their right to the continued use of the facilities of the 
credit banks. 

To summarize, the proposed legislation provides definite rights and benefits to 
the OFI’s as follows: 

1. The OFI’s are guaranteed the right to utilize the credit facilities of the 
Federal intermediate credit banks upon the same terms and at the same rates 
of interest as the production credit associations. 

2. The banks would be authorized to make direct loans to OFI’s on the security 
of any collateral approved by the Governor, as may now be done for the production 
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credit associations. The present law does not specifically authorize direct loans to 
OF TI’s except on the security of notes eligible for discount by the banks. 


3. The production credit associations are restricted to borrowing from and 


rediscounting with the credit banks, whereas the OFI’s are free to obtain funds 
from any source. 


4. The OF I’s would share in the future net earnings of the credit banks on the 
same basis as the production credit associations, that is, on the basis of patronage. 
If a dividend is paid on class B stock held by production credit associations, a like 
dividend must be paid on participation certificates held by OFT’s. 


5. Participation certificates held by OFI’s would be entitled to the same rights 
as those applicable to class B stock held by production credit associations with re- 
spect to retirement of such holdings. Although liquidation or dissolution of the 
credit banks is not intended or foreseeable, the OFI’s would in such eventuality 
share in the surplus and reserves of the banks accumulated after the effective 
date of the bill on the same basis as the production credit associations. 

Senator Hotnanp. Now you may proceed to give the highlights in as 
brief and informal a manner as you may choose. 

Mr. Toorreiti. Mr. Chairman, I should like to remind this committee 
that the Farm Credit Administration is an independent agency in the 
executive branch of the Government. It no longer is a part of the 
Department of Agriculture, although we still are housed in the South 
Agriculture Building and work very closely with the folks in Agricul- 
ture. You will recall the Farm Credit Act of 1953 again made the 
Farm Credit Administration an independent agency. 

The Farm Credit Administration is made up of a 13-man board cre- 
ated by the act of 1953, and by the Governor and his staff. 

Its function is to supervise, to examine, and to coordinate the func- 
tions and activities of the district cooperative credit units. 

Now there are 12 farm credit districts in the United States, and in 
each of them there are 4 farm credit institutions, the Federal Land 
Banks, which had their beginning in 1916; Federal intermediate credit 
banks which came into being in 1923; the production credit corpora- 
tions, and the banks for cooperatives which came into being in 1933. 

Then in each of these 12 districts there is a district farm credit 
board which serves also ex officio as the board for each of these 4 
institutions. It is made up of 2 directors elected by the borrowers 
from the Federal land bank system through the National Farm Loan 
Associations, 2 that are elected by the Production Credit Associations 
in the district, and 1 elected by the borrowers from the banks for 
cooperatives. 

That leaves 2 that presently are appointed by the Governor of the 
Farm Credit Administration with the advice and consent of the Fed- 
eraal Farm Credit Board. 

As the cooperative banks get more of their capital paid out, they 
will eventually be entitled to a second elected representative on the 
district board, and that would leave only 1 to be appointed by the 
Governor of the Farm Credit Administration. 

The Federal land banks, as you may recall, make loans through 
the National Farm Loan Associations, those local cooperative units 


of which there are 1,100 in the United States. 

Land bank loans are long-term farm mortgage loans, usually for 
terms of 20 to 35 years. 

The intermediate credit banks do not make loans directly to farm- 
ers but rather are banks of discount. 

The production credit corporations make no loans either. They 
are there for the purpose of supervising and rendering certain service 
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to the production credit associations, the local units through which 
the intermediate credit banks make most of their loans directly to 
farmers. 

And then the banks for cooperatives again make no loans direetly 
to farmers, but rather loan to farmers’ cooperative associations. 

These units of the cooperative credit system provide farmers credit 
at cost whenever they have a sound basis for credit. The funds which 
they have to lend to farmers are derived largely from the sale of bonds 
and debentures to the investing public. These securities are not nor 
have they ever been guaranteed either as to principal or interest by 
the Federal Government. 

The Federal land banks were the first to retire the Government 
capital that was subscribed to get them started back in 1916. In 1947, 
they retired the last of their Government capital, and since that time 
have been owned entirely by their farmer borrowers. The production 
credit associations of which Mr. Briggs spoke, have also largely accom- 
plished this goal of farmer ownership. 

Originally $90 million of Government capital was subscribed to get- 
ting the production credit association started back in 1933 and 1934, 
and all but $2.2 million of that $90 million has been repaid. 

We feel that that is an excellent record. Each borrower from a 
production credit association just the same as a land bank through 
national farm loan associations is required to subscribe to an amount 
of stock up to 5 percent of his loan, and it is those stock subscriptions 
on the part of the borrowers that has largely resulted in the building 
up of user capital and enabling them to retire Government capital. 

You will note now that 2 of the farm credit institutions in each 
district either have retired all their Government capital or have a 
mechanism set up for doing it. 

I should say 3 of them, the Federal Land Banks, production credit 
associations, and the banks for cooperatives. But the two that are 
concerned in this legislation, the production credit corporations and 
the intermediate credit banks, are wholly Government owned. They 
have been from the beginning, and there has never been any mecha- 
nism set up to enable them to retire the Government capital. That is 
a primary objective of this legislation. 

Senator Hotxanp. In other words, the primary objective of this 
legislation is to allow the conversion to farmer-owned institutions of 
those 2 branches of the farm credit system ¢ 

Mr. Toorern. That is right, Senator Holland, and along with that, 
an objective we think equally important, is bringing about what we 
believe will be an even more effective service to the farmers, through 
a number of the changes which will be accomplished and on which we 
will comment as we go along. 

Senator Horzanp. Does this legislation relate wholly then to the 
presnenen credit corporations and the Federal intermediate credit 
banks ? 

Mr. Toor. It does, sir, except for 2 or 3 minor tie-ins. One, for 
instance, that has to do with the matter of interinstitution borrowing 
which would permit a land bank to lend funds or to borrow funds 
occasionally from an intermediate credit bank or permit a bank for 
co-ops to do the same thing. 

But aside from 2 or 3 minor things of that kind, this relates entirely 
to the intermediate credit banks and production credit corporations. 
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Senator Hotxanp. There is nothing here that would affect or impair 
the complete sopesorien of action and the complete independence of 
control of the banks for cooperatives and the land banks? 

Mr. Tooretn. That is right. 

Senator Honitanp. You may proceed. 

Mr. Toorrtx. I would like to review with you gentlemen just a little 
bit the history of short-term credit financing for farmers. 

You will remember that for a very long time farmers relied almost 
entirely on borrowing from individuals, from mercantile establish- 
ments, and from commercial banks for the funds that they needed 
to make a crop each year and to provide for other production financing. 

There were a good many weaknesses in that, the biggest one being 
that usually when the farmer had the greatest need for credit, the 
merchants or the individuals were also pressed for ready funds, and 
the commercial banks often at those times did not have deposits which 
would permit them to meet the farmers’ needs. 

Back in the agricultural depression that followed right after 
World War I, or in 1921, the War Finance Corporation did give some 
assistance of an emergency nature in agricultural financing. 

About that same time the first Federal seed loan was established. 
But there was a great vacuum that Congress took cognizance of in the 
early twenties, and it was at that time and under those conditions that 
the Federal intermediate credit bank system was established. 

And that furnished a mechanism whereby farmers could pool their 
individual credit and go into the money markets of the country and 
obtain access to investment funds on about as favorable terms as 
commercial and industrial institutions had been doing right along. 

That was the objective of setting up the intermediate credit banks. 
They were established as discounters of agricultural paper rather than 
as primary lenders. 

It was the thought of Congress that commercial banks would dis- 
count paper with the intermediate credit banks at times when they did 
not have sufficient deposit funds. It was thought that farmers would 
organize agricultural credit corporations and livestock loan com- 
panies in great numbers to avail themslves of the services of the 
intermediate credit banks. 

And as a matter of fact, there have been, since 1923, about 1,200 of 
these privately capitalized agricultural lending institutions or com- 
mercial banks that have discounted with the intermediate credit banks. 
At the present time there are only 94. 

Senator Hottanp. Those are the organizations which you referred 
to as the OFI’s? 

Mr. Toorretx. That is right, sir, other financing institutions. 

- A great many of these 1,200 failed. Some because of iack of capital, 
others because of lack of supervision, and then a good many of them 
were organized just to fill a need at a particular time. 

That is particularly true of agricultural credit departments that 
were organized in commercial banks. They became inactive or dis- 
solved when the current need for them passed. 

Up to 1933, those privately capitalized and those privately financed 
loan companies and commercial banks were the ones, and the only ones, 
who used the services of the intermediate credit banks. 

The volume of farm operating financing that was financed through 
those sources was a great disappointment to the Congress. Only a 
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very, very small percentage of farmers’ needs for operating capital 
were being met, not because we did not have a good discount banking 
system, but because the best discount banking system is of little value 
unless you have primary lenders that make the service available to 
farmers, and avail themselves of the opportunity to discount. 

Actually the credit banks were largely a failure up to 1933. A fail- 
ure because these primary lenders did not come into being as the Con- 
gress had visualized back in the twenties. And it was for that reason 
that the Congress in 1933 brought into being a system—the production 
credit system—which made the services of the intermediate bank avail- 
able to every farmer in the United States who had a reasonable basis 
for credit. 

Now that is the background and picture of this system organized 
along cooperative lines and one which the Congress felt would be able 
to meet this challenge of making the services of the credit bank avail- 
able to the farmers of the country. 

Senator Hottanp. You do not mean directly available? 

Mr. Tooretx. No, but provide the primary lenders that would con- 
nect up with this source of money that is obtained through the inter- 
mediate credit banks. 

These production credit associations have justified the faith that 
Congress put in them, not only in the retirement of Government capi- 
tal which we have mentioned before, but in the volume of business 
which they have built up. 

This past year, fiseal year 1955, they provided about 88 percent of 
the total business of the Federal intermediate credit banks. 

Most of the business of the intermediate credit banks that is not done 
with production credit associations is that done with the OFT’s that 
discount payer or borrow directly from them. 

Senator Horzanp. If I understand you, about 88 percent of the 
total business done by these institutions is done through cooperative 
direct lenders, and about 12 percent through the OFT’s. 

Mr. Toorerx. It is less actually than 12 percent through the OFI’s. 
Three percent of the business of the intermediate credit banks is with 
farmer cooperative associations, leaving only 9 percent done with the 
OFT’s. 

Senator Hotianp. Do you have any figures available showing the 
comparison between the total volume of business done by these organi- 
zations and the credit facilities enjoyed by agricultural producers 
through commercial institutions ? 

Mr. Toorett. Yes, we do have, Senator, and the percentage of the 
loan funds of farmers that are used for this purpose that come through 
the production credit associations are only about 814 percent of the 
total that are used for production purposes. 

Senator Hottanp. In other words, you mean that 9114 percent of 
the funds that go to farmers to enable them to produce, farmers and 
ranchers, come from commercial institutions that do not farm part 
of the agricultural, Farm Credit Administration ? 

Mr. Tooretu. That is right, sir. 

Senator Hottanp. Well, that is interesting. 

Mr. Toorett. The biggest part of that is with commercial banks; 
if I remember correctly about 40 percent of the total is from com- 
mercial banks. An even higher percentage is from individuals and 
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then the balance of it is largely mercantile credit of one kind or an- 
other. 

Senator Hottanp. You mean fertilizer companies ? 

Mr. Toorett. Machine companies. 

Senator Hornanp. Machine companies, feed companies and the 
like? 

Mr. Tooreti. That is right. 

Senator Munpr. Are there any clear-cut differences between the 
types of borrowers who borrow from the commercial banks and the 
mercantile companies and those who borrow from the Government ? 

Mr. Tooretzn. We believe not, sir. We believe that the borrowers 
from the production credit associations, are a very typical group of 
borrowers. I would say they are a bit different than those who 
ordinarily borrow from the OFT’s, that with few exceptions, the 
OFT’s confine their lending more to the large loans that are quite 
profitable. 

There are a few exceptions to that. A few of the OFI’s are more 
cooperative in nature and make some smaller loans, probably about 
the same cross-section of loan as to size and profitableness that the 
production credit associations make. 

But the majority of them being privately financed and organized 
for profit, confine themselves to loans of a size that are profitable. 

Senator Munpr. Let me ask the question this way. 

Is there any considerable percentage of the 8.5 percent of the total 
credit which is provided by the Government system, is there any 
considerable percentage of that credit which results because the 
would-be borrower has been turned down by a commercial credit 
institution for one reason or another ? 

Mr. Toorert, Well, I would say that a certain percentage of it, 
but what that percentage would be, Senator, I do not know. 

Senator Munpr. Would you have any educated guess you could 
make ? 

Mr. Toorett. No, I would not have. I would think that the very 
significant thing related to that is the pace-setting that the produc- 
tion credit associations have done. We believe that is far more sig- 
nificant than the actual volume of dollars they have loaned. 

Senator Munpr. By that you mean it is sort of a yard-stick opera- 
tion ? 

Mr. Toorerz. That is right. An example is the budgeted loan in 
which, at the beginning of the year, a farmer works out with his 
lender his financing needs for the year. The lender sets up a line of 
credit for him and says, “Now you draw on this as you need to and 
we will charge you interest only as you have this money outstanding; 
you pay it back just as rapidly as you are able to.” This is an 
mnovation that came in with the production credit system about the 
middle thirties. 

Many of the more enlightened commercial banks, particularly those 
that have hired agricultural representatives, follow the budgeted loan 
program. That, and in the matter of interest rates and other terms 
we feel the production credit associations have been pace setters, and 
have held an umbrella over a lot of farmers though that procedure. 

Senator Munpr. That leads me to my next question, which is: What 
if any difference is there in the cost to the borrower between the loan 
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he makes from the commercial institution and the loan he makes from 
production credit or any other phase of the farm credit system ! 

Mr. Torett. Well, I am going to start with the most favorable on 
that, Senator Mundt, and take the Federal land bank. The Federal 
land banks of course have been pace setters in this farm mortgage lend- 
ing business since shortly after they were organized in 1916 and 1917, 
and they have loaned their funds just at cost. 

An important element in determining their cost has been what they 
had to pay for the money they hired to loan the farmers. Now I do 
not know how many years it has been since there has been a change 
in the land bank interest rate, but I believe it has been 15 years any- 
way. Nine of the twelve Federal land banks in this country have a 
4 percent mortgage rate. 

How much longer they are going to be ahle to hold that 4 percent 

rate I do not know, because we had to pay 314 percent on an issue of 
land bank bonds just recently. I suspect that some of the land banks 
in the not-too-distant future may have to increase that, if the cost of 
money continues to go up or even if it stays where it is. 

Senator Munpr. What were they charging back in 1900, say from 
1928 to 1938, that 10-year period / 

Mr. Tooretn. I would have to look that up, Senator Mundt. At 
that time the interest rate that they charged borrowers was 1 percent 
above the cost of the last bond sale. If they had to pay 5 percent on 
the most recent issue of land bank bonds, they charged 6 percent. And 
of course money costs were higher back in that period, considerably, 
than they have been since the early thirties. 

Senator Munpt. During that decade would it be fair to say that 
the insurance companies in 1 the main pretty well met the same interest 

rates provided by the land banks? 

Mr. Toorett. Yes, I would say that probably they did. They came 
close to it anyway. Of course they meet interest rates on a selective 
and individual basis. 

Senator Hotianp. They skimmed the cream ? 

Mr. Toorett. That isright. In order to get a very profitable loan— 
a good-sized loan and one they know is basically sound—they can 
quote the owner of that property an interest rate perhaps 1 percent 
below what they would charge their ordinary borrowers. In our 
cooperative credit system, we charge every borrower in each associa- 
tion the same interest rate at any particular time. 

Now there is some variation between associations, and that brings 
us next to the production credit associations and their rates of interest. 

I would say that over the years the production credit associations 
have been able to lend money a little cheaper than the farmers ordi- 

narily got it for from their competitors. 

Pr obably the rate of interest was not too significant. The fact they 
got a type of loan that was tailored to their individual needs, that 
they established a credit home with an institution they felt would 
stay with them when the going got tough was more significant. 

Senator Munpr. The point I am trying to develop, if it is a point, 
is this: That the big virtue of the Federal credit s system is not the sav- 
ing in cost to the borrower, but it is the increase i the area of avail- 
ability of the funds. 

Mr. Tooretx. I would say that is correct. 

Senator Munxpvr. Would you agree with that? 
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Mr. Toorein. Yes, I would, Senator Mundt. You see, our produc- 
tion credit associations have difficulty in meeting commercial bank 
competition at a time like this with higher interest rates, because they 
have to hire the funds that they loan and have to pay the market cost 
of money. 

Commercial banks, fortunately for them, do not have to do the same 
thing of course. They primarily are lending depositors money on 
which they do not pay interest. 

These intermediate credit banks were each capitalized in the be- 
ginning to the extent of $5 million by the Federal Government. That 
was the best judgment of Congress at that time as to what the needs 
might be for capital to support the loan volume it was hoped they 
would build up. 

It has been found, however, in the operation over the years, that 
the volume of business done by each of these 12 credit banks varies a 
great deal, and so one of the features of our legislation would be a 
reallocation of capital. I will comment more in detail on that when 
we get into the legislation proper. 

Senator Hornanp. A question there: The Government did supply 
all of the original capital for each of the banks? 

Mr. Tooret.. That is right, sir; for the intermediate credit banks 
and for the production credit corporations, and it still owns all of the 
capital of those. 

It supplied all of the original capital for the Federal land banks, 
but just as soon as the first borrower from a Federal land bank or a 
production credit association got a loan, he subscribed to capital to 
the extent of 5 percent of his loan, and became a part owner in the 
system. 

Senator Munpr. Does he get an interest dividend on that 5 percent ? 

Mr. Toorett. About 40 percent of the production credit associations 
last year paid dividends. 

You see, 440 of the 498 have ‘now retired all their Government 
capital. Of the 58 that still have Government capital, of course none 
pay dividends. 

Senator Munor. Is that a negotiable stock? I mean a farmer buys 
that and quits farming or sells his farm, is that something he can 
sell ? 

Mr. Toorreiu. The B stock, which is the voting stock in the produc- 
tion credit association, may not be outstanding more than 2 years un- 
less the man is borrowing. 

Now he may subscribe to A stock or investment stock in the asso- 
ciation, and that is the same class of stock that the Federal Govern- 
ment has subscribed to in the association. 

Senator Munpr. I am talking about the kind of stock he is com- 
pelled to take when he gets his loan. 

Is that B stock? 

Mr. Toorrii. Yes, that is B stock and it is not negotiable. 

Senator Munpr. So he takes that and perhaps dies or moves away 
or quits farming, does it have some value he can sell to somebody or 
sell to a bank or cash something? 

Mr. Tooretn. He buys at par and turns it in at par on the liquida- 
tion of his loan. He or his estate does that. 

[f someone, for instance, a son, succeeds him, the son would use that 
same B stock. I don’t know just how that is transferred. 
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Senator Munpr. You said he could hold that only for two years? 

Mr. Tooret1. Is that not right, Mr. Miles? 

Mr. Mires. Yes. The B stock is the stock that he is required to 
purchase when he gets the loan. And if he does not have a loan for 
a period of 2 years, that B stock is automatically converted into A 
stock. 

A stock is nonvoting stock but is preferred in case of liquidation. 

Senator Munpr. You mean he can hold it 2 years longer than the 
termination date of his loan? 

Mr. Mires. Yes. 

Senator Munpr. Because his loans frequently are more than 2 
years ¢ 
~ Mr. Tooret.. Mr. Miles? 

Mr. Mires. The loans are normally made a year at a time. 

Senator Munpr. On all the farm credit system ? 

Mr. Mixes. As far as the production credit association is concerned. 

Senatod Munpr. We were talking about the farm credit banks. 

Mr. Mixxs. I thought you were referring to the B stock held by bor- 
rowers of credit associations. 

Senator Munpr. Maybe we got off on another. 

Mr. Mixxzs. Yes, production credit associations are the primary 
lenders. 

Senator Munpr. Those are short-term loans? 

Mr. Mires. Short-term loans. 

Senator Munpr. Farm credit bank loan is a long-term loan. 

Mr. Toorrti. The Federal land bank. 

Senator Munpr. Doesn’t he have to take the stock in that also? 

Mr. Tooreiz. Right. 

Senator Munpr. And that would be like an insurance loan, it would 
be 5 or 10 years? 

Mr. Tooretz, Ordinarily 20 or longer. 

Senator Munpr. So he has that 5 percent of investment in a farm 
credit loan ? 

Mr. Toorety. That is right. 

Senator Munpr. For that full period of time, plus 2 more years? 

Mr. Mies. Not on the land bank loan, no, sir. 

Senator Munopt. Let’s stick on the land bank until we get through. 
with that. 

Mr. Toorett. O. K. I will take the land bank. When he gets his 
loan, he subscribes to this, makes his 5 percent stock subscription, $50. 
for each thousand, and he continues to have that investment 

Senator Munpr. So let me inquire there, what he really does is pay, 
if it is 4 percent, he pays 4 percent for $5,000, but he actually gets 
only 95 percent of the $5,000? 

Mr. Toorerz. That is right. 

Senator Munpr. Because 5 percent of it is tied up? 

Mr. Toorrni. That is right. 

Senator Munpr. So that he pays a net of something over 4 percent 
interest ? 

Mr. Tooreity. Yes, that is right; unless that association pays divi- 
dends which make up the difference to him. 

Senator Munpr. And what is your 40 percent figure that you gave 
me dealing with this bank now or with the other bank ? 
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Mr. Toorrein. Well, the 40 percent figure 1 gave you, sir, dealt witb 
the production credit associations. 

A much higher percentage than that of the national farm loan asso- 
eiations, which are the agents of the Federal land bank, pay dividends. 
Because all of the capital of the land bank system for a number of 
years has been owned by the borrowers, there are comparatively few 
associations I would say now, that do not pay a dividend, that would 
offset to the borrower the disadvantage he has in the 5 pereent. stock 
investment, 

These intermediate credit bank debentures that are sold in the money 
market are sold through our fiscal agency office in New York City. 
That fiscal agency is maintained by 36 district institutions. The 12 
land banks, the 12 intermediate credit banks and the 12 co-op credit 
banks assess themselves and maintain the fiscal agency. 

The intermediate credit bank debentures are sold each month, and 
our fiscal agency sells anywhere from perhaps $70 to, oh, maybe, as 
high as $150 million of collateral trust. debentures, which are the 
joint liability of all 12 of the banks. 

Senator Munpr. Who are the purchasers of those in the main, 
private investors, individual investors or banks and financial institu- 
tions, trusts or schools or what? 

Mr. Tooreti. I would say this: that for a considerable period of 
time they found their way primarily into the hands of individuals. 
They were bought in the first instance by dealers and by large com- 
mercial banks. More and more there has been a swing in the direction 
of their getting into the hands of institutional leaders. Commercial 
banks buy a great many of them and make them available to their 
correspondent banks. 

Senator Munpr. Are they a tax-exempt security ? 

Mr. Toorrtn. They are not, no, sir. 

Senator Hotianp. What about insurance companies / 

Mr. Toorein. Well, insurance companies I think ordinarily do not 
buy intermediate credit bank debentures. 

As we get into longer term obligations of the land banks again, I 
would expect that insurance companies might come back into the pic- 
ture and invest in them some more. 

But I do not believe they are investing much if any in our inter- 
mediate credit bank debentures. 

Senator Munpr. Do they usually bear an interest rate higher than 
a Government bond ? 

Mr. Tooret.. Slightly higher, although the relationship is a very 
favorable one. They are not significantly higher even though they 
are not guaranteed either as to interest or principal by the Federal 
Government. 

During fiscal year 1955 the credit banks issued $1,040 million dol- 
lars of these debentures. 

Now I should like to turn to the production credit system. As I 
stated before, in each district a production credit corporation was 
created in 1933, and it had three functions: to organize, to capitalize, 
and to supervise these local cooperative units known as production 
credit associations. And you will recall that in order to meet the defi- 
ciency that had grown out of the dependence that Congress had placed 
on the OFI’s—the privately capitalized credit corporations—the Con- 
gress created a primary lending system. It provided that the entire 
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United States was to be covered by these local cooperative units so 
that every farmer who had a reasonable basis for credit would be able 
to have access to the services of the intermediate credit banks. 

The Congress provided a $120 million revolving fund to subscribe 
to the capital structure of these production credit corporations and 
the associations which in turn the corporations capitalized. 

The corporations invested $90 million of that at the peak in the 
associations, leaving about $30 million which was the i source of 
income for the production credit corporations. ‘They themselves are 
not lenders. They have a supervisory and service responsibility to 
the associations. 

Their only source of income is their interest on the investments they 
have made with this Government capital. And to retire this capital 
is one of the objectives of this act. 

Now these production credit associations have built up a strong 
financial strueture in the 23 years they have been in existence. 

Each borrower is required to subscribe to 5 percent in stock. Then, 
in addition to that, farmers and ranchers have subscribed to $23 mil- 
lion of capital in A stock, which was not a requirement in connection 
with their loan. 

They have done that in order to make a contribution to the financial 
strength of their local associations, to enable them to become farmer 
owned earlier, and as a matter of local pride. 

I remind you again that all but 58 of the 498 PCA’s have entirely 
paid off their Government capital. 

There is remaining $31,350,000 of Government capital in this pro- 
duction credit system. 

As of June 30 last year, there were about 479,000 farmers who were 
members of the production credit system—owners of either A or B 
stock or both. 

These associations had total capital amounting to $98 million and 
surplus and reserves that they had built up amounting to $97 million. 

Then, in addition to that, they had valuation reserves of $10 million, 
approximately, reserves set up against specific losses that they antici- 
pated. 

Their volume of loans last year was $1,400 million. That was the 
volume of loans made by production credit associations to their 
members. 

Unless there are questions on this matter of the credit bank or the 
corporation itself, Senator Holland, I would like to begin to talk 
about provisions in the bill. 

I thought it desirable to give this background about the system, and 
particularly these two institutions. 

Senator Munpr. Governor, can you tell us something about this C 
stock which is authorized but never issued? How does it differ from 
A and B stock? 

Mr. Toorriy. The C stock would be issued to an association which 
had already paid off its Government capital in the form of A stock, 
and, due to an increase, a large increase we will say, in its volume of 
business, needed extra capital for ratio purposes. Instead of having 
to solicit additional capital subscriptions from among its members, 
it could ask for a recapitalization from the revolving fund which the 
system handles. 
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And if that subscription were represented by C stock, the association 
then would go ahead and continue to pay income taxes just the same 
as if it were completely member owned. 

Now if the association had to apply for recapitalization because of 
a weak financial position, because of adversity, then that subscription 
would be made in the form. of A stock which would reinstate the 
Federal tax-exemption provision. 

No C stock has been issued by production credit associations, al- 
though provision was made for it. 

Senator Munpr. Why ? 

Mr. Tooretyi (continuing). In legislation enacted by this Congress 
year before last. 

Senator Munpr. Why has none been issued ¢ 

Mr. Toore.y. Why ? 

Senator Munpr. Yes? 

Mr. Tooretx. Well, because the situation that I described has not 
arisen in which there has been a rapid increase in the business that 
would necessitate their calling for additional capital. 

Senator Munpr. In other words, there have been no requests? 

Mr. Tooretx. There have been no requests for it. 

Mr. Miles, does that adequately take care of the question as you 
see it? 

Mr. Mires, Yes. Of course, two-thirds of the present stockholders 
would have to vote in favor of the issuance of C stock, and no associa- 
tion has taken that action at the present time. 

Senator Munpr. One other question about the nature of the loans 
of the production credit association. Do you find any limitation which 
make it difficult for your borrower to get the proper length of loan? 

I find a number of demands from out in our area that the inter- 
mediate credit, that its term of intermediacy, is too short. 

Mr. Mixxs. Yes. 

Senator Munpr. Will you comment on that a little bit, sir? 

Mr. Toorety. Yes, I will be glad to, Senator. 

The Intermediate Credit Act of 1923 provides that the banks might 
discount agricultural-paper for terms up to 3 years in length. But 
in practice the primary lenders, whether they be production credit 
associations or OFT’s have largely made loans for 1 year or less in 
maturity. The reason is—and there is a good deal of justification for 
it—that the borrower and the lender should sit down not less fre- 
quently than once a year, and analyze the situation, decide on the 
future course of action, and set up a new line of credit for the new 
year. 

And so practically all of the loans that have been made by the credit 
bank up until a little more than a year ago have been no longer 
than 1-year maturity. 

Now a year ago last winter the Federal Farm Credit Board gave a 
good deal of consideration to this, and took action urging each of 
the district production credit corporations and intermediate credit 
banks to encourage certain of the associations in their districts to 
try this thing out on a longer basis—up to the 3 years that was au- 
thorized by the Credit Act of 1923. 
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That means ordinarily that a farmer will actually have two loans 
or two notes, one that will evidence the obligation for capital pur- 
poses spread over a longer period than 1 year, and the other one 
representing his indebtedness for his current year’s operating ex- 
penses. 

Now in this legislation is a proposal to amend the Intermediate 
Credit Bank Act and permit loans for up to 7 years, the thinking 
being that in this day and age of modern agriculture, farmers are 
required to make very heavy capital investments in machinery and 
equipment. 

Examples, of course, are tractors and combines, and these milk 
tanks that are rapidly coming into the picture and which are ex- 
pensive. 

For soil conserving practices, irrigation systems and things of 
that kind, they ordinarily do not need the money for a long enough 
time to justify a regular long-term real estate loan or perhaps they 
already have real estate mortgages. 

But what they do need is something more than 1 year to finance 
these capital purchases. 

Senator Munpr. Does the legislation contemplate that that would 
be a loan with a maturity date 7 years hence or a loan with a scheduled 
system of amortized payments? 

Mr. Toorett. Of a scheduled system of amortized payments, sir. 
It is not specific on that in the legislation itself, but I can assure 
you that is the way it would be administered. 

It would be expected there would be, unless the circumstances were 
unusual, that there would be a liquidation each year of a certain 
percentage. 

Now if the farmer runs into difficulties and is not able to meet that 
schedule the first year or the second year, why of course it would be 
renegotiated. But it would be contemplated that it would amortize 
over a period of not to exceed 7 years. 

Senator Munor. It seems to me, Governor, that that is a very con- 
structive forward step, because the present length of the production 
credit Joan is too short for a young fellow trying to equip up with 
expensive machinery of today, and to get a livestock herd started, he 
just knows he is not going to get it paid in 3 years at the maximum 
and certainly 1 year does not help him very much. 

Mr. Tooreii. Actually, Senator Mundt, the production credit asso- 
ciations have been extending just that kind of credit ever since the 
beginning. 

And perhaps 20 to 25 percent of their total loans each year involved 
a matter of extending and refinancing carryover indebtedness of a 
capital nature. 

And there are a great many farmer borrowers who would just as 
soon have it that way. They don’t worry at all about this 1-year note. 
They have confidence in the directors of their local association and the 
secretary-treasurer, and they are satisfied with that. 

There are others who appear not to sleep well when they have just 
a 1-year note on a capital item of that kind, and they are the ones of 
course who urge a longer term obligation. 

Senator Scorr. Mr. Chairman, I have had experience personally on 
my own farm with the production credit association loans, and it has 
worked with satisfactory effect in what you have just gone over. 
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Senator Hottanp. You mean you have taken advantage of the ex 
tensive opportunities from time to time? 

Senator Scorr. Yes, I have. And also in our Hereford dairy up 
there, it is a cooperative, we work very closely with the bank coopera- 
tives at Columbia, and it has been very satisfactory. I don’t know 
whether you suggested that to us or who did, but we oom been told 
to never pay you up. 

I will explain that. The reason for it is we have an individual pri- 

vate audit of our cooperative. They make recommendations. Then 
we have the State system that m: akes an audit that costs us nothing 
and we get their recommendations. 

And we were told to never pay you up completely so that you would 
always make an audit and recommend to us, so we get three free audits, 
and then in that way we keep in touch. 

We do not ever intend to pay you up. You may require it, but we 
pay down just close enough to keep you coming in to see what you are 
doing because we want to run right. 

Mr. Toorenn. Senator Scott, that sounds like a good arrangement. 

Senator Scorr, It is working very well with us, and all in all we 
have been very satisfied with the Federal land bank system. 

Mr. Toorers.. Well, we are very glad to hear that. 

Senator Scorr. In fact, I used to work for you many years ago before 
you found me out. 

Mr. Toorstt. Is that so? 

Senator Scorr. Yes. 

Mr. Toorern, Well, I am glad you said years ago. 

I have nothing to do with that, and I am sure you were not found 
out. 

This bill, Senator Holland, starts off with a preamble—section 2 
which we feel is quite a significant statement of policy. 

I will not take time to read it, but simply say that it emphasizes 
the belief of the Board, and what would be the belief of the Congress, 
that this system has an obligation to continue to provide agriculture 
with a dependable type of credit that is really tailored to the needs 
of farmers. 

Senator Houanp. That is found in section 2 of the bill? 

Mr. Toorex.. Section 2 of the bill. 

And also that the administrators of this legislation would have a 
continuing responsibility to make the lending functions and services 
of the intermediate banks available to the OFT’s for all time to come 
on an equitable basis and at rates of interest the same as the rate of 
interest charged the production credit associations, without discrimi- 
nation. 

The bill provides, as you know, for the merger of the corporation 
and the credit bank in each district, for the continuation of the neces- 
sary supervisory functions now performed by the production credit 
corporations. It is the belief the board there can be satisfactorily 
taken care of through the merged institution which would continue 
to be known as the intermediate credit bank. 

The Board, as Mr. Briggs told you, deliberated a long time on this 
whole matter. It is the belief of the Board that there would be these 
advantages in the merger and the operation as proposed under the bill. 

First, some overall savings in cost. In addition to that, a simpli- 
fication of the corporate setup through the merger of the two institu- 
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tions, a substitution of only one set of officers where presently there 
are two, and an elimination of some of the duplication in credit serv- 
ices to farmers which inevitably come about with the present system. 

And I want to go on record right at this point as saying that the 
Board feels, and we who are officers of the Farm Credit Administra- 
tion feel, that the production credit corporations have done a fine job. 
They were in this picture in the beginning to organize, to capitalize, 
and to supervise production credit associations. 

However. it is our considered belief that the time has come when 
there is no longer justification for a separate corporate institution to 
take care of the remaining services and supervisory functions of pro- 
duction credit associations. But I do want to pay tribute to the 
job that the production credit corporations have done in these 22 or 23 
years that they have operated. 

After merger, the supervision of the associations, of course, would 
be paid for out of the income of the merged institutions. 

Senator Horianp. As of what date would the merger become 
effective? 

Mr. Tooretn. We would hope, sir, as this bill suggests, that the 
merger become effective on January 1, 1957. That would give in each 
district, we believe, ample time to organize and to prepare for it. 

Of course in some districts it has been anticipated for at least a 
couple of years and they have been working in that direction. The 
have in your district, Senator Scott. You have a common set of ofh- 
cers of your credit bank and your corporation in the Columbia Farm 
Credit District. 

Mr. Robert Darr is president of both of those institutions. He is 
one of the very fine younger corporation presidents. 

Senator Hotianp. In other words there won’t have to be a president 
fired in that particular case ? 

Mr. Tooreti. Not in that particular case. And, Senator Holland, 
there may not be in any of the other cases. 

It may be that one president will have to become a vice president. 
There are a few instances in which there are corporation presidents 
or intermediate credit bank presidents who are to the age or past. the 
age of voluntary retirement. Some of them will take retirement. 

We know that each of the district farm credit boards, which pri- 
marily has jurisdiction over this matter of who the employees will be 
under the new institution, are going to have a very humane attitude 
toward it. Actually the number of employees involved is not. great. 
There are an average of only about 13 or 14 employees in each district 
production credit corporation and about 20 employees of each inter- 
mediate credit bank. 

So there is no great number of people involved in each district. 

Senator Hotzanp. What would be your estimate of the size of 
the staff of the merged institution ? 

Mr. Tooretn. We feel, Senator, that this will vary somewhat by 
districts, depending upon the extent to which they may anticipate 
this—the extent to which the local board and officers have undertaken 
to streamline their operations. 

Just offhand, I would think that in a district where presently there 
are say 34 employees between the 2, probably the number of employees 
would be reduced to 24 over a period of 2 or 3 years. 
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That is just an offhand guess, but I think that would be pretty 
close to a typical situation. 

Senator Honttanp. And there will be effected the economy that 
would be represented by that reduced number of employees as well 
as by doing away with the necessity for having two set of executive 
officials ? 

Mr. Tooretn. That is right. 

Now the Federal Board authorized our office last fall to employ 
the Arthur Anderson Co., of Chicago, to make a study of the pos- 
sibilities for streamlining and effecting savings in the operating costs 
of the intermediate credit banks and the corporations. That firm 
made a study in the Columbia and the Omaha Farm Credit districts. 
Then, from these 2, it generalized and projected and made estimates 
of what they thought might be a reasonable expectation of saving 
for the 12 districts. 

They came up with a figure of eventual saving slightly in excess 
of a million dollars. That is, in institutions whose present budgets 
are, oh, about $3 million; is that right, Mr. Miles? 

Mr. Mies. It would be nearer $4 million—between $314 millon 
and $4 million. 

Senator ScHorrreL, Over what period of time? 

Mr. Tooret.. They did not say specifically. In talking with them, 
they recognized that it might be 2 or 3 years before most of these 
changes would be instituted, and they also recognized that there 
might be some districts in which the board of directors might not 
choose to go the full way on it. 

Now our belief is that this is rather optimistic, that the saving 
would be something less than that. 

We would think, however, something in excess of $600,000 within 
2 years, and that the saving would be greater than that over a 
longer period of time. 

In other words, it would be a consequential saving. 

It would be, we believe, after a couple of years, something like a 
25-percent saving in the budget of the 2. 

denabet Monopr. Your figure of reducing it from 25 to 16 would 
be more optimistic than the Chicago figure. 

That is more than either 25 or 3314 percent. 

Senator Honianp. Maybe that is accounted for by the fact that 
the reductions would come in the lower echelons of employment, ex- 
- as to doing away with the president. 

fr. Toorety. You see, I did not check my signals on that, Senator 
Mundt, but I think that Senator Holland has come up with the answer 
on this thing. You would be cutting off half of your top echelon and 
you would be cutting off then, I think, pretty heavily from the lower, 
ut there would probably be very little if any change—— 

Senator Mcnpr. At least it would indicate you could look forward 
with reasonable optimism to at least a 25-percent saving ? 

Mr. Tooretn. I would say after a eerie, of 2 years. 

And you see, the boards I think would operate in a manner to try 
to make this reduction as nearly as they could from normal attrition. 

Senator Hotianp. You mean retirements and deaths, and transfers? 

Mr. Tooretz. That is right; and transfers—and, of course, that is 
easier in the lower echelons. 
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In your clerical help and folks in the lower echelons you have con- 
siderable turnover there anyway. 

Senator Hottanp. Presidents never die ? 

Mr. Toorenti. They just retire. 

Senator Munpr. Like old soldiers, they fade away. 

Mr. Toorr.y. I would like to emphasize again that the matter of 
who the employees will be, what proportion of them come from the 
present intermediate credit bank organization and what a 
from the present production credit corporation, is a matter for dis- 
cretion of the district farm credit boards, and I have already explained 
how they are organized. It is true that as to the Senior officers of 
district institutions, the Farm Credit Administration has a veto power. 
They are employed subject to our approval. I do not know how many 
years it has been since the governor’s office has vetoed any of the 
district boards employment plans for officers. Certainly not in the 
2 years I have been in the office. I do not contemplate that there 
would be exercise of such veto power except in most unusual cases. 

Senator Hottanp. Well, you have already stated that 88 percent 
of the loans under this merger would be made to the same group of 
people? 

Mr. Toorett. Yes. 

Senator Hortianp. That is the lending institution and the borrowing 
institution ? 

Mr. Toorexu. That is right. 

Senator Hotxann. So all of the economy that could be effected would 
be completely justifiable because the same people who were making 
the loans would be receiving 88 percent of the loans, is that right? 

Mr. Toorety. Yes, that is true. 

While we are talking on this matter of economizing and streamlin- 
ing, I would like to further illustrate our good faith in this by telling 
you a little of what we have accomplished in our own Farm Credit 
Administration organization here in the little more than 2 years since 
a Act of 1953 became effective and we have had the Farm Credit 

oard. 

The personnel strength back in December 1953 was 322 employees. 
That has been reduced to 245 as of this date, and it involves not just 
a cutting out of positions in the lower echelons, but a very typical 
cross-section, because we have discontinued 2 deputy governor posi- 
tions—2 out of 6 deputy governor positions. 

We have absorbed the mandatory salary increases that came about 
through the salary increases decreed by the Congress a year ago last 
summer, I believe it was, the increase in travel allowance and these 
other costs, and then the step increases that come through longevity. 

We have been able to absorb all of those increases and to reduce our 
requests by $90,000. 

Senator Hotianp. You mean your operating budget? 

Mr. Tooretn. Our operating budget. 

Senator Hotianp. What is the present size of it and what was the 
size of it in 1953? 

Mr. Tooretu. The present size of it is $2,230,000, sir, so that would 
mean it was $2,320,000. We reduced it from $2,320,000. 

Senator Munpr. You mentioned the Farm Credit Board. That-is 
the board of Mr. Sam Bober out in Newell, S. Dak.? 

Mr. Tooretz. That is right. 





50 FARM CREDIT ACT OF 1956 


Senator Munpr. At that point in the record I would like to incorpo- 
rate a letter I received this morning from Mr. Sam H. Bober, of New- 
ell, S. Dak., heartily endorsing the Holland bills. 

I think I will have no difficulty getting this in the record. He gives 
some very valid and persuasive reasons why he supports it. 

Senator Hotzianp. Thank you for introducing the letter at this 
time. Without objection, it will be printed in the record at this point. 

(The document is as follows :) 


NEWELL, 8S. DAK., April 20, 1956. 
Hon. Kart E. Munpr, 
United States Senate, 
Washington, D. C. 

Dear Kak: Our farmer borrowers of Production Credit will appreciate very 
much your active support of 8. 3564 introduced by Senator Holland, which 
should come before your Agriculture Committee one of these days. 

This bill deals with the problem of merging Production Credit Corporations 
in the Federal Intermediate Credit Banks; provides means for retirement of 
Government capital and for farmer ownership of these banks. This is the big 
step, the vast majority of our farmer borrowers wanted, in the direction of 
farmer ownership of the farmer’s own Farm Credit System. 

The Federal Farm Credit Board has spent much time to develop this legisla- 
tion. It has been developed in close cooperation with Production Credit Associa- 
tions in every Farm Credit District throughout the country. All interested 
parties had full opportunity to participate in discussing every feature and in sug- 
gesting every item in this proposed legislation, before and after the final draft 
of this bill. We also had the advice of the National PCA Advisory Committee 
and of the members of District Farm Credit Boards. 

Karl, I want to assure you that this piece of legislation is for the best interest 
of the folks connected with land, as well as for the Government that helped us 
get this good Farm Credit System going. We have grown, up, we have the 
experience and should be encouraged to full ownership and control of our own 
system. The enactment of this bill into law will permit more efficiency 
and economy in short-term credit lending. From past experience and our per- 
sonal knowledge, we know that you will give us your full support on good 
legislation such as this. 

With kind personal regards, I remain 

Sincerely yours, 
Sam H. Boper. 


Mr. Toorrrin. Mr. Chairman, on merger of these two institutions 
we would have about this situation: The day before the merger took 
place, we would have 12 intermediate credit banks that would have a 
consolidated net worth statement of approximately $110 million. 
That would be on December 31, 1956, we hope. 

On January 1, 1957, the new credit banks would have a net worth of 
$149,186,000, in other words just a little more than $39 million increase 
in the capital structure of the intermediate credit banks, so definitely 
this would make for a stronger financial institution. 

No only would the capital of the production credit corporations be 
transferred to the new institution, but also its surplus estimated at a 
little under $13 million. 

Senator Hotzanp. How much? 

Mr. Tooreru. A little under $13 million of surplus in the production 
credit corporations. And the surplus in the intermediate credit banks 
themselves amounting to just under $50 million. 

That is our best estimate of what it will be as of December next. 

Senator Hottanp. Those figures are based upon your hope that 
S. 3564 will be enacted rather than S. 3550, is that right? 
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Mr. Toorett. That is correct. Well, in either event, sir, they would 
be the same. The difference between those two would be this, and 
I might just as well cover it at this point. 

It is one of the three exceptions which the Bureau of the Budget 
took to the Federal Board’s proposal. The Bureau would not pre- 
vent the surplus from the corporations and the credit bank from be- 
coming part of the permanent capital structure of this new institution. 
Its proposal would take effect only in case of liquidation of the credit 
banks at some future time. If the credit banks should be liquidated 
at any time before all of the Government capital is entirely retired, 
you would have provision in the present law for the disposition of 
the surplus, if there were any remaining, because it would be prorated 
to the interests of the A and B stockholders. But if the credit banks 
were to be liquidated after all the Government capital were retired, 
the Budget Bureau would want to see the Government continue to 
have some interest in the surplus. 

Senator Hotianv. What interest under the requests of the Bureau 
of the Budget as represented in S. 3550? 

Mr. Tooretyi. It did not specify except that it would have an interest 
in the surplus which was built up prior to the effective date of this 
legislation. 

Senator Hotzanp. What interest? 

Senator Munpr. The surplus? 

Mr. Tooret.. It would be all of it. 

Senator Munpr. They would want the surplus returned. 

Senator Hottanp. And what does that amount to at present? 

Mr. Tooretn. Just a little under $50 million. It is $50 million of 
the surplus in the credit bank plus a little more than $13 million 
in the production credit corporation. 

Senator Hotianp. Then the difference between the suggestion of 
the Bureau of the Budget and the suggestion of the directors of the 
Farm Credit Administration is this: that aproximately $63 million 
of surplus now belonging to the two institutions would under the 
recommendations of the Bureau of the Budget, belong ultimately to 
the Government, and that would be true even after the complete liqui- 
dation of the Government-owned stocks, whereas under the recom- 
mendations of the directors of the Farm Credit Administration, that 
$63 million would, after the complete retirement of the Government- 
owned stocks, belong to and become the property of the new institu- 
tion and its stockholders? 

Mr. Tooretx. That is right, sir. 

Senator Hotianp. And the stockholders would, upon retirement of 
the Government-owned stocks, be exclusively the users of the insti- 
tution ? 

Mr. Toorerz. And of course that is what they are desiring to accom- 
plish, to become exclusively the owners of the system. 

Senator Horianp. In other words, at present the users of the system 
are certain institutions who ultimately are farmers? 

Mr. Tooretz. That is right. 

Senator Horianp. And one group of users own $50 million surplus 
and another group $13 million surplus, if the recommendations of 
the directors as embodied in 3,564 are enacted ? 


Mr. Toorett. That is right, sir; all surplus would be farmer owned. 
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Senator Hottanp. They become the exclusive owners only upon the 
retirement of the Government-owned stock ? 

Mr. Tooretn. That is right. 

Senator Munor. But it actually makes a difference only in case the 
bank is dissolved ? 

Mr. Toorriu. That is right. 

Senator Munpr. The situation runs along parallel under either of 
the bills with or without the recommendations of the Budget Bureau 
so long as the institution functions ? 

Mr. Toorreiy. That is right. 

Senator Munpr. The question arises if the bank is dissolved, Does 
the Government get back its money or does the surplus turn out to the 
farmers as dividends ? 

Mr. Toorenu. That is right; and of course we think the question 
is academic. 

Senator Munpr. You do not intend to dissolve the bank ? 

Mr. Tooretn. We are not planning the liquidation of the interme- 
diate credit banks and we don’t believe that they will be at any time 
in the foreseeable future. 

Secondly, if they should be, they are going to be broke and there 
would be no surplus. 

And, thirdly, the Congress would have to make specific provision 
for their liquidation because present law does not do so. 

Senator HotiaNnp. Well, isn’t there this additional difference be- 
tween the two points of view—that the question of dividends in the 
meantime would be affected ? 

Mr. Tooreti. Senator Holland, as to the surplus which has been 
built up to date, as the effective date of the act, the Board’s draft 
makes it very specific that none of this surplus could be paid out; and 
no dividends may be paid out of earnings so long as there is any 
Government capital in the system. That is sewed up tight and in a 
manner satisfactory to the Bureau of the Budget. 

Senator Hottanp. After the Government capital is retired then 
what ? 

Mr. Toorert. After the Government capital is retired the credit 
banks could, and we feel would, pay dividends either in cash or in 
additional B stock and participation certificates. 

Senator Hottanp. Would ties be any control of their policy look- 
ing to payment of dividends from the Farm Credit Administration ? 

Mr. Toore.u. By law, yes. 

Senator Hotzanp. That is included in this present legislation that 
you have suggested ? 

Mr. Toore.u. I believe I am right on that, but that is one of the 
things which would be delegated to the district institution and its 
board of directors, and the authority of the Farm Credit Administra- 
tion would not be invoked unless it was felt that there was serious 
mismanagement. Is that correct, Mr. Bagwell? 

Mr. Baewetu. Under this bill, Senator Holland, the surplus that 
we have been speaking of, the $62 or $63 million, could never be paid 
out as dividends either before retirement of Government stock or 
after. 

It is always there. It can be used to meet losses, but earnings of 
the banks would have to be used to restore the fund if it should be 
depleted by losses. 
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After the retirement of all Government-owned stock, dividends 
could be paid as determined by the bank, but there is a limit in the 
bill of 5 percent. 

Dividends never could be in excess of 5 percent out of current earn- 
ings, but they could not be paid in any amount out of this surplus. 

Senator HoLttanp. Then the savings to the then users of the bank, 
after the retirement of Government stock was accomplished, would 
be reflected in reduced annual charges ? 

Mr. Baeweut. That is right. 

Senator Hottanp. Rather than in payment out of the surplus? 

Mr. Tooretx. They would be permitted, however, to pay patronage 
refunds to their users annually. 

Mr. Baewe.u. That is right. 

Mr. Toorentit. To PCA’s in the form of B stock and to OFT’s in the 
form of participation certificates. 

Senator Hottanp, We might as well bring this clearly into the 
record now because of course the Bureau of the Budget will have a 
witness in here to disclose their side of this recommendation which 
they have made. 

Just what is it that the Bureau of the Budget finds offensive in the 
possibilities that would exist after the retirement of the Government- 
owned stock in the new merged institution ? 

Just what is it that they find offensive in the operation after that 
time, after the retirement of the Government stock ? 

Mr. Baewetu. Apparently, Senator Holland, they feel that the sur- 
plus should go back to the Treasury, primarily | assume, for the reason 
that it was built up at a time when these corporations were wholly 
Government owned. 

Senator Hontxianp. That is only in the event of liquidation, though? 

Mr. Baewetu. That is right. 

Senator Hotianp. What is the situation with reference to the 
possibilities of operation after the retirement of Government stock 
that they. find objectionable under the act requested by the Farm 
Credit Administration ? 

Mr. Bacwetu, They apparently feel that is it unsound or wron 
for the farmers to be declared the owners of this surplus after a 
Government capital is retired. We think it is an academic question, 
as the Governor said, because we do not visualize the credit banks ever 
being liquidated. 

It is important only in this respect: The Farm Credit Act of 1953 
envisioned farmers becoming the owners of the system, and how 
could they be the owners of the banks if the Government owns 100 
percent of the surplus? 

They could not in any real sense be the owners of the banks. But 
it is academic as far as the surplus being paid out in the form of 
liquidating dividends, because we do not envision the liquidation of 
the bank. 

Senator HonLanp. Well, now how does it affect from the stand- 
point of the Budget Bureau the possibilities of greater or less annual 
dividends? 

Mr. Bacwe.u. It does not affect the annual dividends at all, because 
no dividends can be paid until all Government capital is retired, and 
as I have just indicated, this bill makes it perfectly clear that the 
surplus can never be used to pay dividends, so really this matter of 





54 FARM CREDIT ACT OF 1956 





who owns the surplus will never afiect the size or the amount of 
dividends, 

Senator Hottanp. Of course the question of additions to the divi- 
dends would be immediately affected by permitting of greater divi- 
dends annually to go back to the users of the corporation, of users 
of the lending facilities in any particular year. 

Has that point been raised by the Bureau of the Budget? 

Mr. Bacwet, I do not recall that their letter covers that point. 

Mr. Tooretn. No. 

Senator Munpr. Let me ask you, Governor, since everybody seems 
to agree this is purely an academic question, are you therefore resisting 
the recommendations of the Bureau of the Budget or are you ap- 
proving them ? 

Mr. ‘Tooret.. Well, our chairman stated that we do not like to ap- 
pear to be in the position of opposing the position of the Bureau of 
the Budget on this, but the Board is not in agreement with that. 

Senator Hotxianp. Well, this is the same point, is it not, that has 
already been decided in favor of the users of the institutions in the 
case of the land bank and in the case of the banks of cooperatives? 

Mr. Tooretn. And in the case of the production credit associations. 
The question was never even raised in connection with them. 

Senator Hottanp. That is right. 

Mr. Tooretxt. The same objection was raised by the Bureau of the 
Budget last year in connection with the co-op bank legislation and 
Congress resolved it as the Federal Board had recommended. 

The Bureau of the Budget people took this view this year and we 
expressed amazement that the question came up again. They said 
well, we are dealing with a different breed of cats this time. We are 
dealing this time with two corporations that are wholly Government- 
owned and have been since the beginning, where, with banks for 
co-ops we did not have that. 

You had a mixed ownership corporation from the beginning. But 
it seems to us that the difference is more apparent than real. That in 
the beginning the Government put up all the capital for the banks for 
cO-ops. 

True, when the first loan was made, an infinitesimal part of the 
capital became owned by a user, but we fail to see that that is a 
significant point. 

And you might ask, since we contend that this question of dissolu- 
tion of the credit banks is academic, why does the Board continue to 
feel as it does about this? 

The reason is that so long as there is an acknowledgment of a con- 
tinuing Government interest after the retirement of all of the Govern- 
ment capital, then our production credit associations feel they would 
not in fact have acquired complete user ownership as they have wanted 
to do and as was envisioned in the act of 1953. 

Senator Horzanp. As a matter of fact, the total amount of the 
surplus has been created by the imposition of interest charges greater 
than were required to simply carry the operation in any particular 
year, isn’t that correct ? 

Mr. Toorrtn. That is certainly our position on this, Senator Hol- 
land. 

We do not just wave aside the fact that the credit banks had interest- 
free use of this capital over the years. That was a factor in building 
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up the surplus. But we do point out just as you have, that the credit 
banks were operated in a manner which would build up their own 
capital structure and add to these reserves. 

The alternative to that would have been to have charged a lower 
discount rate that would just pay their operating costs, and to have 
drawn upon the revolving fund, for which provision has been made 
since 1934, for the additional capital that was needed to support their 
loan volume. a i on 

At the present time only $214 million of the $40 million of author- 
ized capital in the revolving fund has been drawn out and invested 
in any of the credit banks. There are three of them that presently are 
using this small amount of that capital. It has been a good many years 
since a significant amount of that revolving fund has been invested in 
the credit banks. An alternative would have been to have all of that 
$40 million in the credit banks down through this period to support 
their loan volume, and to reduce the discount rate charged so that the 
PCA’s could charge lower interest rates to farmers. 

There is not any question but that the farmers who are members of 
this system, through the PCA’s and through the OFI’s, have contrib- 
uted to that surplus. 

Senator Hottanp. That is the only point that bothers me. To what 
extent have the OF I’s contributed to the building up of the surplus? 

Mr. Tooret. Well, as near as we can determine, sir; to something 
like 20 percent of it. 

Senator Hotianp. You see that factor comes into this picture which 
was not found in the Federal land banks. 

Mr. Toorei1. That is right. 

oe Hottanv. And was not found in the intermediate credit 
banks. 

Mr. Toorert. The banks for co-ops. 

Senator Hottanp. I mean the banks for co-ops. And that one fac- 
tor differentiates this operation from the operations of the land banks 
and the banks for co-ops. 

Mr. Toorein. Yes; it does. Well now I would like, in attempting 
to answer this, to go back and tie in with the bit of history that I built 
up on the first 10 years of operation of the intermediate credit banks. 
I wish to reiterate that their operation was in many ways a failure 
for the first 10 years, because they failed to reach more than just a 
small handful of the farmers who needed that kind of financing. 

Since 1933 this production credit system, this cooperative produc- 
tion credit system that Congress provided, is the one that made it pos- 
sible for the OFI’s to continue to have a place where they could dis- 
count their paper to advantage. 

Had it not been for the great volume of business which the PCA’s 
built up and contributed to the credit banks, there either would have 
been no credit banks or their overhead would have been such that the 
OFI’s would have had to pay a lot more money to rediscount their 
paper. 

nd we feel that in a large sense the PCA’s have been holding the 
umbrella over the OFT’s since 1933, and that in this legislation, by 
continuing to make every service that the OFI’s have had from the 
credit banks available to them for the future, plus some more that 
I would mention later on when I get to this particular part of it, 
that their interests are being very amply taken care of. 
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Senator Munpr. To switch from the field of the academic to the 
field of the actual, isn’t it true that the only way that the Government 
would ever get any money into its Treasury from the first amendment 
recommended by the Bureau of the Budget, would be not only when 
the bank was dissolved, but it would have to be dissolved in an era of 
plenty and solvency. 

If it was dissolved in an era of insolvency, it would not get any 
money anyhow. ‘There would not be any surplus. 

Mr. Tooretn. That is right. 

Senator Munpr. And it is very unlikely that in an era of plenty and 
surplus when it is operating satisfactorily, that it is ever going to be 
dissolved, because there is always going to be a need for this kind of 
credit ? 

Mr. Toorerz. That is definitely our belief. 

Senator Munpr. I wish you would comment a little bit on the sec- 
ond criticism, before we have to adjourn. That to me has more ap- 
peal, and that is that you should be subject to the audit of the Gov- 
ernment as long as the Government has funds invested in the operation. 

Mr. Tooreri. Well, you are speaking now of objection No. 2 

Senator Munpt. That is right. 

Mr. Tooretit. Which the Bureau of the Budget took on this legis- 
lation ? 

Senator Munpr. That is right. 

Mr. Tooretn. Yes. The Federal land bank, so long as it was a 
mixed ownership institution and had Government capital invested 
in it, and the banks for co-ops which had been mixed ownership in- 
stitutions for a good many years, were subject to the audit provisions 
of the Corporation Control Act. 

The olor land banks after retiring the last of their Government 
capital, became exempt even from the audit provisions of the Govern- 
ment Corporation Control Act. The co-op banks which are mixed 
ownership institutions are still under the audit provisions. They are, 
however, exempt from the budget provisions of the Corporation Con- 
trol Act. 

Now, the intermediate credit banks and the production credit cor- 
porations, being wholly Government-owned institutions, have been 
subject to both the audit and budget provisions of the Corporation 
Control Act. 

Under the Board’s view, as soon as the production credit associa- 
tions make their initial investment in the credit banks—and I was 
just at that point in my testimony here as to how they would do it— 
then immediately the credit banks would become mixed ownership in- 
stitutions and they would no longer be subject to the budget provisions 


of the Corporation Control Act. They would, however, continue to- 


be subject to the audit provisions so long as there was any Govern- 
ment capital involved. 

Now the position of the Bureau of the Budget is that until the last 
dollar of Government capital is retired the credit banks should be 
subject to the budget. provisions as well as the audit provisions of the 
Corporation Control Act. Each year the district boards of directors 
and the officers of the credit banks would draw up budgets and submit 
them to our office. We would combine the budgets of all 12 districts 
and perhaps suggest changes here and there but probably not. 
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Then, as now, we would have to go over to the Bureau of the Budget 
and get their approval, and then we would have to go before appro- 
priations subcommittees of both Houses of Congress in order to get 
their permission for the administrative budget for this new institution. 

It is the belief of our Board that this should not have to apply to a 
mixed-ownership institution; that the act should be specifically 
amended to exempt the credit banks from the budget provisions of 
the Corporation Control Act. We believe that is in keeping with the 
spirit of the act of 1953 in this matter of more control along with 
greater farmer ownership of these institutions. 

You see, no Federal appropriation is involved. It is simply an 
authorization for these institutions to use their own funds for admin- 
istrative purposes. That is what is involved in their so-called budgets. 
And I would like to get into the record a further statement concern- 
ing the budget of the Washington office, our supervisory agency here. 
A while ago I stated that its budget is $2,230,000. This is not money 
which Congress appropriates from tax funds. It is simply an au- 
thorization the Congress gives us to spend money which we assess 
against the district institutions to pay our cost of operation. 

I believe not since the early forties, has the Farm Credit Adminis- 
tration gotten an appropriation of tax moneys from the Congress, 
except for the co-op research and service division that remained in 
Agriculture in 1953 when Farm Credit became an independent agency 
again. 

Senator Munpr. What is the total amount of obligation that this 
bank has to the Government which is ultimately to be repaid? 

Mr. Tooretn. About $86 million would be the total of the capital 
from both the credit bank and the corporation. 

Senator Munpr. And about how long a time in years do you expect 
before that is repaid ? 

Mr. Tooretu. That will vary, Senator, as between the several dis- 
tricts. We believe that under reasonably satisfactory conditions in 
agriculture, there are perhaps 2 or 3 districts that might pay out in as 
short a time as 10 years. 

We believe that 20 years would be rather typical, and we believe 
that there are 2 or 3 districts in which the volume of business is rather 
low that it could take closer to 40 years. 

Senator Munpr. Under the assumption that this operation should 
fall into the hands of bad management 5 years or 10 years hence, if 
we waived this second objection that the Bureau of the Budget makes, 
what recourse or what authority would Congress have to correct a 
bad situation ? 

Mr. Tooretu. Well, Senator Mundt, we believe that we have defense 
in depth against such a situation. Go] 

In the first place, the immediate responsibility on that rests with the 
officers of this merged intermediate credit bank in each district. They 
are the employees of the district board, and I have explained the 
makeup of that board. We would expect that the officers and the 
district board would be watching pretty closely what was happening. 

Then all of these district institutions, whether they have Govern- 
ment capital in them or not, are subject to at least an annual examina- 
tion, by our office as the supervising agency. As a matter of fact,” 
about a third of our total personnel are examiners, and they are con- 
stantly examining these various units and auditing them. 
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Furthermore the members of the Federal Farm Credit Board are in 
touch with the situation in their respective districts. They appraise 
the management job currently, and if anything was very flagrant, it 
would probably come to their attention. : 

Through our supervisory and examination functions, men like Mr. 
Miles here, who heads up the short-term credit service and who is in 
addition a deputy governor, would be conferring perhaps two or three 
times a year with the officers of these district credit banks. Others 
from his staff also would be in contact with them. Under these cir- 
cumstances we just do not believe that bad management can go on 
undetected. As evidence we would cite the history of the farm credit 
institutions. There has been no scandal in farm credit in the 40 years 
of its existence—since land banks were first created. 

We think in large part that the effective examination program and 
effective supervision, we hope without dictation, largely accounts for 
that record. 

Senator Munpr. Let me ask you in the unhappy event that your 
examiners in your Washington office discovered a bid fiscal practice, 
do you have all the authority to correct it that would now exist under 
the procedure whereby the Bureau of the Budget and Congress are 
both in the picture ? 

Mr. Tooreiy. Yes, we feel we do. 

Senator Munpr. You think you do? 

Do you want, while we are on this matter of objections of the Bureau 
of the Budget, to cover the third point? 

Senator Hotzianp. I think that might be well. 

Mr. Toorrizu. That has to do with the matter of revolving funds. 
At the present time the revolving fund in the production credit system 
is $90 million. Last year at the time the Federal Board was prepar- 
ing short-term legislation for the Congress, we counseled with the 
officers of production credit corporations in the districts and with the 
district boards and the conclusion was reached that a $60 million re- 
volving fund would be adequate. 

We were asked by the Bureau of the Budget at that time to state 
what we felt was a reasonable figure, and we agreed with them on the 
$60 million. 

That would make possible a $30 million decrease from the present 
production credit revolving fund. 

Now, in the intermediate credit bank system there has been since 
1934 a revolving fund of $40 million. The capital stock, you will re- 
eall, is $60 million. The Board’s proposal is that as the $60 million 
of Government capital is retired all of it go into this revolving fund 
account rather than into the general funds of the Treasury, making 
for the intermediate credit. banks eventually a $100 million revolving 
fund, and reducing the production credit revolving fund to $60 million. 

Now, item No. 3 or exception No. 3 that the Bureau of the Budget 
made was this: They felt that the revolving funds of the new merged 
institution should not exceed the present revolving funds. The pres- 
ent revolving funds are $90 million for production eredit and $40 
million for intermediate credit, or $130 million. 

So they ask that the combined revolving funds be limited to $130 
million, and said they did not care how those might be allocated as 
between the two institutions, whether it be $60 million available for 
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production credit associations and $70 million to the credit banks, or 
some other way. They even said if we wanted to propose legislation 
which would consolidate the 2 revolving funds and give them a total 
of $130 million, that would be all right. 

The Board has taken the position that all of the $160 million is 
presently in the System, so it was not asking for a revolving fund that 
would exceed in total the amount of Government capital presently in 
the System or involved in present revolving funds. 

Of course, a revolving find, even though it is a contingent liabilit 
of the Government of the United States, does not sterilize that anal 
money. It simply is an earmarked credit or a demand deposit, if you 
will. 

Of course, the Bureau of the Budget understandably is undertaking 
to reduce contingent liabilities as well as actual outstanding obliga- 
tions. 

Senator Munpr. What would happen to that other $30 million un- 
der the Bureau’s recommendation ? 

Would that go into the general Treasury of the United States? 

Mr. Tooretn. Yes; it would. Under the present wording of Senate 
bill 3550 the first money retired—the first of the present credit bank 
capital that would be retired—would go into the Treasury. 

Is that not right? Yes; and it all goes there and stays there, plus 
another $30 million revolving fund that would be canceled. 

I am talking about the $60 million credit bank capital. 

The Budget Bureau’s proposal would be that the first $30 million 
of that go to the Treasury and the last $30 million to the revolving 
fund. 

Mr. Baewett. That is right. 

Mr. Toorri.. So it would be a good many years hence before there 
would be an opportunity to increase the credit bank revolving fund 
above its present $40 million. The Board has taken the position that 
it cannot foresee what the demands are going to be upon the credit 
banks, and it was not asking for an amount that was beyond funds 
already obligated in the farm credit system. 

Those are the three exceptions which the Bureau of the Budget 
took to the Board’s proposal. 

Senator Honitanp. Well, I can see a real case for insisting that the 
reserves and surpluses shall belong to those who have used the facilities, 
but I do not see that strong a case as to this fund that you have been 
talking about, the revolving fund that has always belonged to the 
Federal Government. 

Mr. Toorett. And would continue to, sir. All the Board is pro- 
posing is that this demand deposit which the Farm Credit Admin- 
istration could eall upon in case of need in the credit banks or the 
production credit associations would remain so, and the Budget Bu- 
reau has no objection at all to there being these 2 revolving funds, 
but simply believes that the ceiling on them should be $130 million 
instead of $160 million as proposed by the Board. 

Senator Hotzanp. And it should always be regarded as Federal 
money ¢ 

$f huovei: Oh, yes, it would be; that is right. 

Now let me just say a further word about thse revolving funds. 
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This $60 million which under the Board’s program would be avail- 
able to the production credit associations would be used to recapitalize 
associations that found themselves in 1 of 2 situations. One, a rapid 
increase in their volume of business, and a need for more capital for 
ratio purposes; second, a tight financial condition which might come 
about through prolonged drought or prolonged economic emergency 
that would weaken their financial structure. 

And we have had each of those 2 situations with 3 associations in 
thet last 2 years. Three associations in the State of Maine, due to low 
potato prices the year before last, asked to have a resubscription of 
capital. Those were associations that had paid off all of their Gov- 
ernment capital, and we did resubscribe to some capital in them. 

Then there were 3 production credit associations in the State of 
Texas that were in tough straits primarily as a result of prolonged 
drought that 2 years ago had capital added to them. 

Senator Munpr. What rate of interest does the bank pay on that 
$130 million ? 

Mr. Toorety. Not a thing. 

Senator Munpr. No interest ? 

Mr. Toorrein. No, sir. 

Senator Munpr. That is just a contribution by the Federal Gov- 
ernment ? 

Mr. Toorein. That is right. You see, we would hope that after the 
Government capital was retired from the system there would not ever 
have to be a dollar of that $130 million brought back in and used. 

It would only be in the case of adversity or in case of a rapid buildup 
of business on the part of an association or of a credit bank that there 
would be need to draw on that revolving fund. 

Senator Munpr. Would it be good economics, would it be feasible, 
to make those advancements such as to the potato raisers of Maine 
and the cattlemen of Texas out of your surplus? 

Senator Hotnanp. It is the opposite of surplus. It is additional 
investment by the Government; not surplus that has been earned by 
the operation, but it is an addition to the capital structure. 

Senator Munpr. I was raising the question whether they could make 
those advancements to the local groups out of the surplus they have 
accumulated rather than drawing on the demand account of the 
Government. 

Senator Hotxianp. I notice it is 12:30 now. How much longer do 
vou think it will take you to complete ? 

Mr. Tooretx. That will depend on the number of questions, Senator 
Holland. I would try very hard to finish in 30 to 40 minutes. 

Senator Hotianp. What I suggest is now that we recess, if it is 
agreeable to you, Senator Mundt, until 2 o’clock. That will give us 
a chance to go to the floor, and also have our lunch. 

Will that be all right? 

Senator Munpr. I would like an answer to the pending question. 

Senator Horianp. Oh, surely; go ahead. 

Mr. Toorern. Well, you asked about the feasibility of using the 
surplus of this merged institution, the intermediate credit bank, to 
subscribe to the capital of PCA’s that might be in need of additional 

capital. 

Senator Hotianp. Under the circumstances you listed, those two 
examples ? 
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Mr. Tooreiu. Well, if that were done, of course, the law would have 
to be changed to permit it. It might very conceivably reduce the 
capital structure of the intermediate credit banks to a point where they 
could not adequately margin their loans, and it might impair their 
ability to lend to other associations. 

It would have, in addition, this effect: It would reduce their earn- 
ing power because they have this surplus presently invested, probably 
in Government. bonds, and it would mean that they would have to 
increase the discount rate that they charged all their borrowers in 
order to have those surplus funds to invest in a few selected associa- 
tions. And so, I would think, Senator Mundt, that would not be a 
feasible method, 

Now, related to this and the cost of money you asked about. 

The production credit associations which have had anywhere from 
$90 million down to the present $2.2 million of Government capital 
invested in them have never made a return on that money to the 
Government. 

The intermediate credit banks, which have had $60 million of Gov- 
ernment capital and at times in the past some substantial amounts of 
paid-in surplus, have, however, paid a franchise tax, and the sum 
total of the franchise tax over the years has been somewhere between 
$9 million and $10 million. That amount the intermediate credit 
banks have returned to the Treasury and it can be construed as a return 
on the Government money invested in them. 

And, by the way, the franchise tax would continue under our pro- 
posed legislation. 

Senator Hotianp. So long as there was Federal investment there? 

Mr. Tooren,. That is right. 

Senator Munpr. I was just trying to determine whether you envi- 
sioned a time when this operation became strictly a farmer-owned 
and farmer-operated function divorced from drawing accounts on the 
Government and interest-free money, or whether it was just a farmer- 
owned and farmer-operated institution which still relies upon interest- 
free money and Government support, because it seems to me that has 
a bearing on whether or not there should be Government audits and 
Budget Bureau operations and congressional review. 

Certainly if it is strictly a farmer-owned and farmer-operated proj- 
ect the Government has no responsibility and need exercise no author- 
ity or supervision of any kind because it has no responsibility. 

Mr. Tooreti. Senator Mundt, I will cite the experience with the 
Federal land banks. The Federal land banks had a sizable revolving 
fund, and certainly in the 1930’s had to call upon that to a great de 
to permit them to go ahead and do the job of refinancing they aid in 
that period of farm distress. 

After the Federal land banks got all the Government capital paid 
out, and in the meantime built up substantial reserves and surpluses, 
some years ago they requested legislation which would take away their 
revolving fund, and there is none any more. 

We would hope that the time would come, you see, when this merged 
institution might be in such financial condition that it also could ask 
for legislation which would remove the revolving fund. 

Of course these institutions will continue to be federally chartered. 
institutions even after the Government capital is paid out. 
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And as has been construed today, they always will be somewhat 
vested with a public interest and will be subject to certain supervision 
by the Farm Credit Administration, which is the agency Congress has 
provided for doing that. 

Senator Hotianp. We will stand in recess until 2 o’clock. 

(Whereupon, at 12:35 p. m., the committee was recessed, to recon- 
vene at 2 p. m. of the same day.) 


AFTERNOON SESSION 


Senator Hotianp. The subcommittee will come to order. 

Governor Tootell, you will resume your testimony, please. 

Mr. Toorety. I would like to request, if you would be willing, that 
Mr. Abner Larson be given a spot at this time. He has @ plane to 
make and I believe he has to leave here at 2: 30 to make his plane con- 
nection. 

Senator Hotxianp. All right, Mr. Larson. 


STATEMENT OF ABNER B. LARSON, SECRETARY-TREASURER, MAN- 
DAN PRODUCTION CREDIT ASSOCIATION, MANDAN, N. DAK. 


Mr. Larson. Mr. Chairman and members of this committee, my 
name is Abner B. Larson. I am secretary-treasurer of the Mandan 
Production Credit Association, Mandan, N. Dak. I represent the 
North Dakota and the Minnesota associations for production credit. 

I am secretary-treasurer of the Mandan Production Credit Asso- 
ciation, which has some 1,300 members. We did a volume last year of 
some $5,300,000. We have $3,600,000 in volume outstanding at the 
present time. 

We have about 1,000 members using our services. We have $290,000 
in capital, with reserves amounting to approximately $400,000. 

You will perhaps remember, Senator Holland, that I appeared here 
a year ago in opposition to section 201 of the Farm Credit Act of 1955. 

Senator Hortianp. I recall that; yes, sir. 

Mr. Larson. We felt that there had not been enough study given 
to the bill at that time. The group of us that appeared before your 
committee requested that the legislation again be brought out to the 
country and that the farmers be given an opportunity to further study 
this plan. And we then agreed that we would try and come back here 
with a bill that would meet the approval of most of the farmers of 
this country. 

We are back here now, after having 2 of those meetings in the St. 
Paul district; and I understand 2 meetings were held in all of the 
other districts. 

I want to say that I believe the meetings that were held in St. Paul 
were very beneficial, and much good came out of them. 

We have given considerable thought to the proposed legislation and, 
in general, I believe we should go along with it, hoping to improve it 
later after we have accomplished the first step in this merger. 

Although I personally feel that this bill should incorporate feat- 
ures which are not now incorporated in the proposed legislation, 
we certainly do not want to be likened to the beleaguering general 
who insists on storming the citadel before we gain the outpost. We 
feel that this bill is capturing the main outpost. 








ee SS 


FARM CREDIT ACT OF 1956 63 


And for the record, at least, I am herewith listing features that 
I believe should be eventually enacted into law for the good of the 
system. A 

I believe separate boards eventually are a necessity. The Farm 
Credit Act of 1953 reads, in part, as follows: 

It is declared to be the policy of the Congress to encourage and to facilitate 
increased borrower participation in the management, control, and ultimate 
ownership of the permanent system of agricultural credit made available 
through institutions operating under the supervision of the Farm Credit Ad- 
ministration. 

To the extent that the present bill fails to provide increased bor- 
rower participation in progressive control, with ownership of the 
institution that we are expected to purchase, it fails to carry out the 
declared policy of the Congress. I do not consider that the present 
2 PCA elected members on the district farm credit board of 7 men 
will provide the production credit associations with adequate means 
of controlling the Federal Intermediate Credit Bank if we purchase 
it. 

The argument in favor of the present setup has been that the 7 
men on the district board are equally interested in all 3 branches. 
This has never been questioned, but we do question that they are close 
enough to each institution to do the job that should be done. 

I believe that separate boards will stimulate the growth of the 
system by increase in yolume which in the final analysis is the ulti- 
mate goal of everyone, 

It is my further belief that the advisory committee should be in- 
cluded into a larger board. The reason that it has no authority of any 
kind at present and the only way to strengthen this committee is 
to give some authority and set out in the last such duties and powers. 

Although we believe the foregoing suggestions should be enacted 
into law in the future, that is not going to stop us from uniting be- 
hind this bill as we feel it is a big step in the right direction. 

We will do all within our power to support the present legislation 
and hope that in the not too distant future legislation incorporating 
the above ideas will also be enacted into law, but for the time being 
let us do first aoe first. 

_ Now, I would like to refer particularly to Senate bill 3564, and this 
is the only little change, Mr. Chairman, that we are suggesting. 

And I am referring to Senate bill 3564, and I quote lines 8 through 
11 on page 8: 

After all class A stock has been retired, the bank may retire class B stock 
at par and participation certificates at face amount under policies established 
by the Farm Credit Bureau Admnistration. 

Senator Hotzanp. What page again? 

Mr. Larson. Page 8, and lines 8 through 11. 

Senator Hotianp. All right. 

Mr. Larson. The intent of this clause, I am sure, is to give the 
Administration authority to make adjustments when an association 
owns stock out of proportion and I think this authority is sound. 

However, suppose someone in authority wanted to eliminate all 
grassroots ownership in this source of agricultural credit, and with 
this authority retired all class B stock owned by all associations, he’ 
could then eliminate our ownership after we had paid for it and then 
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exercise jurisdiction over the bank with all of the surplus that had 
been accumulated. This could be corrected, I believe, by inserting one 
sentence : 

In no case, shall all of the class B stock owned by an association or all of 
the participation certificates owned by other lending agencies be retired without 
consent of said association or other lending agencies. 

Now, I would like to say something in opposition to Senate bill 3550 
which I understand is also before your committee here today. We 
strongly oppose Senate bill 3550. And I again refer to page 12, lines 
22 through 25 of Senate bill 3550. It provides for the Government 
to keep continuing interest in part of the surplus, even after all Gov- 
ernment capital has been retired. 

This is contrary to principle and precedent. The banks for coorp- 
eratives and Federal land banks have been permitted to keep their 
surplus without governmental interest in case of liquidation, and we 
see no reason to treat us differently. 

We see no reason to keep the Federal intermediate credit bank 
under the Corporation Control Act. If this bill is passed we are in 
effect entering into a contract with the Government to buy the system 
and we do not think it is necesary for the Budget Bureau to tell us 
how to run it. 

We also oppose the reduction of $30 million in the revolving fund 
as set up in this bill. 

I understand there will be other witnesses that will cover some of 
the matters that I am briefly going to oppose and I am not going to 
take very much time. But I want this to go into the record. 

We oppose the American Bankers Associations’ stand in opposition 
to the associations’ retaining the surplus in both the bank and the 
corporation, 

I think that will be covered in other testimony, and in testimony that 
I gave a year ago, if anyone wants to refer to it. It will denote the 
stand that we took at that time. So I will not go into that and take up 
any other witness’ time now. 

I want to say just a few words in connection with the OFI. Asa 
secretary of a production credit association I feel that under this bill 
the OFT is receiving very fair treatment. And I feel that if they 
should become partners with the production credit system they should 
also come under the same rules and regulations that production credit 
associations operate. 

We feel that the provision in this law that permits direct borrowing 
for the OFT’s is quite a step forward for OFT’s, and the other provi- 
sions of the act. Again I want to reiterate that I believe they are 
receiving very fair treatment. 

I want to make it perfectly clear this time that the group as far as 
I can find out that opposed the bill a year ago, are just as strongly in 
favor of this bill as we were violently opposed to the measure a year 
ago. 

And we hope that your committee will act favorably and act as soon 
as possible. 

There was one other thing that will probably come up also after 
I have gone and it did in the House, and that is, regarding whether 
or not a secretary-treasurer of a production credit association should 
serve on district boards. This law does not provide for a production 
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credit association secretary-treasurer to serve on the board of directors 
of a district. 

And I think that is very wise. I do not believe that the manage- 
ment should sit on the board of a production credit association or be 
a director on the district level. This institution and the intent of this 
law is to put the control and ownership in the hands of the farmer- 
owners and for that reason I think that the control and ownership 
being in the hands of the farmer-owners that the directorships and 
the policymaking should be in the hands of the directors, not the 
secretaries. 

I want to take this opportunity of thanking this committee most 
kindly for giving me this opportunity to appear here today. 

Senator Hottanp. We are glad to have you, Mr. Larson, and glad 
to have your testimony. 

Mr. Larson. Thank you. 

Senator Hotianp. Now, I have one other name that has been fur- 
nished as the name of a gentleman who wants to get away, and must 
get away, Mr. Glen Harris. 

Mr. Gren Harris. I would like to complete my testimony, Mr. 
Chairman, a little before 4 o’clock. I have sufficient time, if you 
wish to complete the Governor’s testimony before me, I think, to fol- 
low him, if you wish to do it that way. 

Senator Hotianp. All right. 

Mr. Tootell, we will hear you again, sir. 


STATEMENT OF HON. R. B. TOOTELL, GOVERNOR, FARM CREDIT 
ADMINISTRATION—Resumed 


Mr. Toorert, Mr. Chairman, I should like next to discuss the mat- 
ter of the ownership interests under the Federal Farm Credit Board 
pronessl which are incorporated in S. 3564. Under section 102 of this 

ill there would be a provision for two classes of stock, class A stock 
which would be issued in denominations of $100, and class B stock in 
denominations of $5. 

The class A stock would evidence the interest of the Government 
so long as capital remains in the system, and the B stock, the interests 
of the production credit assocations. 

eres, Hoituanp. Which section are you addressing yourself to 
now 

Mr. Toorety. Frankly, sir, I had not been following the bill—sec- 
tion 102, page 4. 

On the 0 decal date of this legislation, the capital of the credit 
banks of $60 million would be transferred to the Governor of the Farm 
Credit Administration, and he would be authorized to reallocate that 
capital between the 12 Farm Credit Districts, 

mentioned this morning the $5 million of capital that was given 
to each of the 12 banks at the time they were set up. 

Well, now, experience has shown that their volume of business 
varies considerably. Each of these merged institutions would have 
in it all of the capital transferred from the Production Credit Cor- 
poration. As of the effective date of the Act, each would have all 
of the capital of the Production Credit Corporation, all of the sur- 
plus of the Production Credit Corporation, all of the surplus of 
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the credit bank, and then such capital of the credit bank as was neces- 
sary to give that district intermediate credit bank a net worth which 
would support its anticipated loan volume in a ratio of 6 to 1. 

In other words, on the effective date of this act each of these dis- 
trict institutions would be started off even in the matter of net worth 
to its peak indebtedness during the last 5 years, which is as close an 
approximation as we can make now to what the loan volume will be 
in the next year or two. 

The production credit associations immediately would be required 
to subscribe in the aggregate for the United States to an amount of 
capital in the new credit bank equal to 15 percent of the Government’s 
capital in the merged institution. That is, a combination of those 2 
is about $86 million. The subscription, therefore, would be about 
$13 million. 

This subscription would be allocated to each district and to each 
association within the district in proportion to the volume of busi- 
ness which it had done with the credit bank on an average during the 
last 5 years. It would be something just a little bit more than 2 percent 
of the average outstanding volume of business that these production 
credit associations have had with the credit banks during the last 5 
years. 

Within 60 days each production credit association would make a 
downpayment on that amounting to one-third of this subscription. 
Then within another year it would make a second one-third payment, 
and within another year the third one-third payment. 

So that in just a little more than 2 years after the effective date of 
the act this subscription to class B stoek on the part of the production 
credit association would be completed. 

The class B stock subseription of an association that had about 
$1 million in discounts with the intermediate credit bank for that 
year would be about $20,000. It would subscribe to $20,000 worth 
of stock. And a third of that, or $6,700, would be payable within 60 
days, then another $6,700 within a year, and the final $6,700 within 
2 years. 

‘The production credit association having about $1 million worth of 
loans and discounts with the credit bank would have probably a net 
worth somewhere between $275,000 and $300,000. So that would 
mean that its total subscription to B stock would be equal to about 
7 percent of its total net worth, which is not a very large part of it. 
And it would simply be changing assets. 

The production credit association would have precisely the same 
net worth after it made this subscription and bought this stock in the 
credit bank as it had before. It might make that subscription either 
out of cash that it might have on hand or it might sell Government 
securities in order to get the money to do it, but in any event it would 
be acquiring an asset in the form of credit bank capital to replace a 
cash or bond asset which it presently has. 

The bill provides that the retirement of Government capital after 
this initial subscription by the production credit associations would 
some entirely out of the earnings if and when—— 

Senator Hornanp. It would not come out of surplus? 

Mr. Tooreri. It would not. They would have net earnings only 
if and when the management charged a discount rate that had in it a 
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spread over and above the debenture cost and other costs of doing 
business. 

In a time like this when agricultural income is not satisfactory and 
particularly along with that, when money costs are very high, the 
plan would be to operate these credit banks at just as near the break- 
even point as it would be possible to operate and to keep down the 
interest costs to the farmers, and to consciously avoid the payment 
or retirement of any Government capital. 

Then in times when interest rates were more favorable and the 
agricultural income situation was more favorable, the credit banks 
would charge a higher discount rate, and accrue net earnings from 
which Government capital would be retired. 

And this bill provides that each year after the setting aside of 
stipulated reserves and the payment of a franchise tax at the same 
rate, 25 percent, as at present, the remaining net earnings of the 
credit bank would be allocated to the users in proportion to the use 
they made of the credit bank. 

he allocation to the PCA’s would be in the form of B stock; the 
allocations to the OFT’s would be in the form of participation 
certificates. 

Government capital would be—or A stock would be retired each 
year in an amount at least equal to the sum total of the B stock and 
participation certificates issued that year so long as this 1-to-6 ratio 
of assets to total obligations was maintained. 

In a year in which the ratio was broader than that, a district. board 
might, at its discretion, use some of the net earnings to further build 
reserves rather than to retire Government capital. 

We believe that in this provision for retirement of Government 
capital out of earnings, we have one of the very strongest features 
of this bill. Our board, as a matter of fact, would be quite hesitant 
at this time of unsatisfactory income in agriculture to propose legis- 
lation which would involve a fixed rigid schedule of payments upon 
the PCA’s, 

But under this plan, aside from a modest down payment, the PCA’s 
would retire Government capital if, as and when conditions warranted 
the credit banks operating in a manner to have net earnings. 

Over the last 10 years the average discount rate of the credit banks 
has been a little under 0.4 percent. Our estimates of the rapidity 
with which the district banks would pay out are predicated on the 
assumptioin that over a period of years the average discount rate 
would be about 0.5 percent more than the debenture cost. In other 
words, that the credit banks would have a spread of half of 1 percent 
as against the average of 0.37 percent they have had in the past 
10 years. 

Another way of getting at this, even if we assume no savings in the 
cost of operating this combined institution, in comparison with the 
present combined budgets of the credit banks and the corporations, 
and we are sure that the district institutions can shade those costs 
by quite a little, even on that basis, it would take on an average for 
the 12 district institutions only 0.1 percent interest over and above 
the investment income of these combined institutions, to pay their 
operating costs. 

I do not know whether I make that point clear. So we might take 
a try at it another way. 
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This merged institution will have its surplus and certain of its 
capital invested in Government bonds. With the earnings from that 
source it will require an interest spread of 0.1 percent on loans and 
discounts to pay all of the administrative expenses of this merged 
institution, even assuming that there are no economies made as a 
result of the merger. 

We are satisfied that, on the basis of our own observations and on the 
basis of the recommendations of the Arthur Andersen firm that I re- 
ferred to this morning, savings will be effected which will make it pos- 
sible on an average for the 12 district institutions to break even without 
any additional interest cost. 

You see, with an additional $39 million of capital which the credit 
banks will get from the corporations, it will not be necessary any more, 
at least for some years, to be building up capital structure out of earn- 
ings. It will be possible, at least until the volume of business of the 
eredit banks might get very substantially larger, simply to have a dis- 
count rate that is only enough higher than the debenture rate to pay 
these operating costs, and to retire whatever Government capital it is 
felt the conditions at that time would warrant. So our Board feels 
that this flexibility feature is a very important one in this legislation, 
Mr. Chairman. 

As long as there is any class A stock outstanding, patronage refunds 
would be paid in B stock to the PCA’s, and in participation certificates 
to the OF I’s. 

After all of the Government capital is retired, then the district would 
have the option of whether to make those payments in evidences of 
ownership and patronage certificates, or whether to make them in cash. 

Senator Hotianp. In what form is the reserve carried now? 

Mr. Toorrtn. The reserve is invested in Government securities, sir. 

Senator Hotianp. Is that required by the existing law? 

Mr. Baewetn. No. 

Senator Horxianp. Is there any requirement in the suggested law, 
the pending measure, as to how the reserves shall be invested ? 

Mr. Tooretn. There is none. 

Senator Hotianp. Is there any general requirement of Federal law 
similar to that which we have in most of the States laying down the 
conditions under which trust funds and estate funds and things of 
that kind can be invested ¢ 

Mr. Baewetn. No. 

Mr. Toorrtu. They say, “No.” 

Senator Hotianp. There is, of course, a requirement. 

Mr. Toorery. Mr. Bagwell calls my attention to the fact, Senator, 
that the Farm Credit Administration does approve the investments 
that the district institutions make. 

Senator Horianp. You know, in the Federal national banking law 
and other similar laws governing institutions that have moneys for in- 
vestment there are requirements fixing the conditions of the investment. 

For instance, when your national-bank examiner comes to check on 
a national bank he checks to see what form your reserve is carried 
in and what your investments are and so forth and so on. 

I believe that the same thing results under the FDIC system in the 
checking of banks, whether national banks or otherwise. 

I wonder if Mr. Bagwell would make a check of this matter because, 
after all, we are planning now to set these institutions up on the basis 
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where they will eventually be entirely free from Government owner- 
ship and Government control, except as such control may be specified 
in the legislation. 

It might well be that the subcommittee or the full committee or the 
Senate would want to impose some restrictions on the investment of 
reserve or surplus somewhat comparable to that which prevails in the 
case of national banks and other institutions of that kind. 

I wonder if you would look into that so we will be advised of it 
before the termination of the hearing. 

Mr. Baewet.. All right, sir. 

(The information is as follows:) 


FARM CREDIT ADMINISTRATION, 
Washington, D. C., April 27, 1956. 
Hon. Spessarp L. HOLLAND, 
Chairman, Subcommittee on Agricultural Credit, 
Committee on Agriculture and Forestry, United States Senate. 


DEAR CHAIRMAN HOLLAND: During the hearings on 8S. 3564, you requested infor- 
mation concerning limitations and restrictions placed upon national banks with 
respect to the investment of their reserve funds, and also inquired whether our 
proposed legislation should include similar provisions governing the investment 
of reserves of the Federal intermediate credit banks. 

As a member of the Federal Reserve System, each national bank is required 
to subscribe to the capital stock of the Federal Reserve bank of the district in 
an amount equal to 6 percent of its capital and surplus, but only half of this 
amount must be paid in, the other half being subject to call (12 U. S. C. 282). 
While this requirement applies to all national banks and to State banks that 
become members of the Federal Reserve System, it is not actually a required 
investment of reserves, capital, or surplus, as such, and there is no comparable 
requirement applicable to the Federal intermediate credit banks. 

Before declaring a dividend on its common stock a national bank must, semi- 
annually, carry not less than one-tenth part of its net profits for the preceding 
half year to what is called a surplus fund until such fund equals the amount 
of its common stock (12 U. 8. C. 60), but there is no specific provision as to 
how such fund is to be invested. In a general way, for the present inquiry at 
least, the surplus of the Federal intermediate credit banks (12 U. S. ©. 1072) 
would seem to be comparable to the surplus funds of national banks. 

Every national bank and every other member of the Federal Reserve System 
is required to maintain on deposit with the Federal Reserve bank of its dis- 
trict a reserve against its time and demand deposits (12 U. S. ©. 462, 462b). 
The current requirements are 5 percent of time deposits and, depending on where 
the bank is located, 12 or 18 or 20 percent of its net demand deposits (12 C. F. R., 
Supp., 204.5). Since the Federal intermediate credit banks are not banks of 
deposit, they have no need for reserves which would be comparable to the reserve 
balances which national banks and other member banks maintain with the 
Federal Reserve banks. 

There is no statutory provision as to how other reserves of national banks, 
such as reserves for contingencies or for bad debts, are to be held, and they 
may be used as are any other funds of the banks. Similar reserves are also 
maintained by the Federal intermediate credit banks, and it is thought that 
such reserves of the credit banks should also be available for use as are any 
other funds of the credit banks. 

Aside from using its funds to carry on the business of banking, a national 
bank may purchase for its own account investment securities as authorized 
under regulations prescribed by the Comptroller of the Currency (12 ©. F. R., 
Pt. 1). With some exceptions specified in the law, including United States 
Government obligations, consolidated Federal farm loan bonds, and consoli- 
dated Federal intermediate credit bank debentures, a national bank may not 
hold, for its own account, investment securities of any 1 obligor or maker in 
excess of 10 percent of the paid-in capital stock and unimpaired surplus fund of 
the bank (12 U. S. C. 24, 7th). The Farm Credit Administration by administra- 
tive action has consistently required that credit bank investments in securities 
be limited to United States Government bonds and Federal Farm Mortgage Oér- 
poration bonds. 
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Within the Federal farm credit system, the legal reserves of the Federal land 
banks are required to be invested in accordance with rules and regulations pre- 
scribed by the Farm Credit Administration (sec. 306 (a), 69 Stat. 665) and, 
under present law, the surplus of the production credit corporations is required 
to be invested as the Governor of the Farm Credit Administration shall pre- 
scribe in direct obligations of the United States or in class A stock of produc- 
tion credit associations, or both (12 U. 8. C. 1181le (c)). There is no specific 
statutory provision as to the investment of the surplus account or contingency 
reserves maintained by the banks for cooperatives (sec. 103 (a), 69 Stat. 658), or 
the surplus account or contingency reserves of the Federal intermediate credit 
banks (12 U. S. C. 1072). As already noted, however, intermediate credit bank 
investments in securities have been limited by administrative action to United 
States Government bonds and Federal Farm Mortgage Corporation bonds which 
under the law may be used as collateral for the debentures issued by the credit 
banks. 

It is our view that the legislation now under consideration need not include 
any specific requirement that the reserves of the Federal intermediate credit 
banks be invested in securities different from those in which their other funds 
may be invested. We think it should be permissible for the credit banks to 
use such reserves in their discounting and lending operations to such extent as 
may be deemed advisable, or to hold them in cash or Government obligations, 
without any separate statutory provision as to how much of such reserves shall 
be invested or in what securities. 

At the hearings there may have been some thought that there should be a 
limitation on the authority of a Federal intermediate credit bank to lend any 
temporarily idle funds to other intermediate credit banks, to the Federal land 
banks, or to the banks for cooperatives. However, any loans to such other 
banks would, under the pending bill (sec. 104 (b)), be “upon terms and at rates 
of interest or discount approved by the Farm Credit Administration.” Further, 
since all these banks have access to the money markets, it is anticipated that 
borrowing from the credit banks by the land banks and banks for cooperatives 
will be resorted to only for brief periods when the credit banks have funds on 
hand in excess of their immediate needs, and such funds can be employed by 
another bank to the mutual advantage of the borrowing and lending banks. It 
is our thought that authority in the credit banks to make temporary loans of 
their idle funds to the other banks of the farm credit system would make for a 
desired flexibility and efficiency of operation. Certainly, no bank desiring to 
borrow would be able to compel another bank of the system to make any 
such loan. 

Very truly yours, 
R. B. Tooret., Governor. 

Senator Horianp. All right, proceed, sir. 

Mr. Toorer.. Another provision to which I would like to call your 
attention as we go along is one which would, together with the present 
legal authority, make it oa for a complete system of interbank 
borrowings between the land banks, the intermediate credit banks, 
and the banks for cooperatives. There are pee of time from a 
week, ordinarily, to a month in which one of these institutions may 
have surplus funds and another one be short. By being able to bor- 
row from each other on a negotiated loan basis, ordinarily the terms 
are more favorable at which they can borrow, and it is an aid to the 
institution that lends the money to have that short-term investment 
outlet. 

Senator Horzanp. The same remarks, I have just made would ap- 
ply to that, also, the question of interbank borrowings. 

All right, go ahead. > : 

Mr. Toorrtn. Yes. Mr. Chairman, I would next like to go into this 
matter of the OFT’s or the other institutions with which the inter- 
mediate credit banks do business. I mentioned this morning that in 
total last year the OFI’s accounted for about 9 percent of the business 
done by the intermediate credit banks. And that varied from 114 
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percent in your district, Mr. Scott, to 25 percent in the Berkeley Farm 
Credit District. 

The next highest to Berkeley would be the Houston District where 
the OFI’s normally account for something more than 20 percent of the 
business done by the credit bank. 

Some of the OFT’s have expressed an objection to this proposed 
legislation on the grounds that they would not be permitted to aequire 
ownership in the credit banks in the same manner that the PCA’s are. 
Of course, they have no ownership rights at the present time, any 
more than the PCA’s do. 

We feel that it would be a mistake to give the OFI’s, any of them, 
the opportunity to acquire ownership interests in the intermediate 
credit banks. We feel that the PCA’s which are cooperative in nature 
and which form a federally chartered system that blankets the United 
States, and which is under the supervision of a Government agency, 
the Farm Credit Administration, can very logically be given the op- 
portunity to purchase the banks of discount. Also that these bonke 
of discount may very properly continue to provide discount privileges 
to the OFI’s, distinctly a minority group, in the same manner that 
farmer cooperative associations do a certain amount of business with 
non-members. 

That is an established principle. The non-members in some in- 
stances, even get patronage refunds, but they still remain non-mem- 
bers and do not have voting rights, unless they do those things which 
are necessary to acquire membership. 

The OFT’s are chastened ordinarily under State laws, except the 
national banks and Federal credit unions. They have no responsi- 
bility whatsoever so far as supervisory responsibility is concerned to 
the farm credit system. They do not have the same restrictions as to 
territory that the PCA’s have. They may get their lending funds 
wherever they choose, while the PCA’s may get them only from the 
intermediate credit banks. 

Our PCA’s, we emphasize right along, are charged with a public 
responsibility. Congress set them up as part of this system and said, 
“We want the services of the credit banks to be made available to 
every farmer who has a reasonable basis for credit.” 

And yet, the OFI’s, which come into being in an entirely different 
way, which are privately capitalized and financed and ordinarily are 
operated for profit, although there are a few coop OFI’s, do not have 
the same public responsibility at all. 

A few of them do make loans to small operators, in about the same 
manner that a PCA would. The majority of them are not restricted 
as to territory the same as PCA’s. Often they can operate within an 
entire State. And they are in a position where they may skim off the 
cream of the business, taking large loans that are profitable loans, 
making differentials in their interest rate in order to get large and very 
satisfactory and profitable loans. 

A PCA is restricted to one rate of interest to all of its members, 
it is restricted to a cerain territory, being charged with a public in- 
terest and supervised by a Government agency—it has an obligation 
to make loans which it feels can be repaid but which may not be 
profitable loans at all. 

We believe, Mr. Chairman and members of the committee, that it 
would be entirely inconsistent to bring into participation in the owner- 
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ship of a very important unit of this cooperative credit system a group 
of users who are chartered under State a who by and large operate 
for profit, and who are not subject to the jurisdiction of the Farm 
Credit Administration as are the PCA’s. We believe that it would be 
a very unsatisfactory arrangement, and the Farm Credit Administra- 
tion urges against any such arrangement. 

We have given a great deal of thought and consideration to the 
operations of the OF I’s and to making the services of the credit banks 
forever available to them, and on a very equitable basis. 

Senator Hotianp. Let me ask you this question: Is there any indi- 
cation that the OFI’s want to become stockholders ¢ 

Mr. Toorretnt. Well, Senator Holland, some of them do. There is 
no unanimity at all. Some of the OFI’s do want to become stock- 
holders. Others do not. Their views as to opposing, I think, are 
somewhat different, and perhaps later on in testimony before this com- 
mittee that will become evident. 

Our board had Mr. P. O. Wilson, who is spokesman for a number 
of the OFI’s, meet with it on two occasions, at which the interests 
of the OFI’s were discussed in some detail. After giving it a great 
deal of thought the board included in the draft of this bill a number 
of provisions which in its judgment will safeguard the interests of 
the OFT’s. 

First, in the declaration of policy itself, is a statement that the 
OFT’s shall continue to be given access to the services of the credit 
bank on terms equitable with those of the PCA’s. 

Then in the body of the bill itself, there are specific provisions. 

Then, secondly, each district board of 7 has on it only 2 PCA-elected 
representatives. We feel, and we were confident that the district boards 
will all feel an obligation to seeing to it that the OFT’s are given fair 
treatment by the credit bank, 

And then our own board and our own Farm Credit Administration 
would be falling down in their duty, in fact, not complying with the 
law unless they also saw to that. 

So we feel there is no justification for a fear, even after the Govern- 
ment capital is all retired from the intermediate credit banks, that 
there will be discrimination against the OFI’s and we pledge our- 
selves to see that that would not happen. 

Senator Hotitanp. What are the provisions in the bill—you say 
there are several—that make it certain that the OFI’s will have the 
same facilities continuing ? 

Mr. Tooreiy. Yes; it 1s specifically provided in the legislation. 

Senator Hotitanp. What section ? 

Mr. Toorety. Well, in the preamble there is 
' Senator Hoxixanp. I saw that in the preamble. 

Mr. Toorett. And I am going to call upon Mr. Bagwell to indicate 
the specific pages on which others are listed. 

Mr. Baewett. In section 104, on page 13, I believe it is—I do not 
have Senate bill 3564—do you have a copy of that ? 

Mr. Tooretu. Here it is. 

Senator Hottanp. On page 13? 

Mr. Bacwett. It is on page 13, section 104 (a)—it is an amendment 
to section 202 (a) of the Federal Farm Loan Act. 

And then later, on page 15, which is in the same section of the bill, 
section 104 (d). Itis an amendment to section 204 (a) of the Federal 
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Farm Loan Act which provides that the interest rates charged the 
OFI’s shall be the same as the rates charged the PCA’s. 

In other words, the early part of that section provides for the facili- 
ties of the intermediate credit bank being available to them and a later 
section provides that they shall be charged the same rates of interest. 

Those two provisions, coupled with the declaration of policy which 
has a requirement that the entire law shall be interpreted consistent 
with that declaration, we think adequately protects them. 

Senator Hotztanp. What are the provisions in existing law by which 
these independent outside borrowers are served ? 

Mr. Baawetu. There is only one provision, 

Senator Hotianp. In the existing law? 

Mr. Baewe.u. It says that the intermediate credit banks shall have 
the power to discount paper for these agricultural credit corporations 
and similar institutions. There is nothing in the law about what dis- 
count rate or rate of interest they shall be charged, and neither is 
there any provision in the present law which, you might say, gives them 
a statutory right to discount with the Federal intermediate. credit 
banks. 

And then another important section is on page 11, relating to the 
distribution of earnings, which provides specifically that the OFI’s 
shall participate in the net earnings of the credit banks on the same 
basis as PCA’s, that is, on the basis of their patronage, 

That actually starts on page 9. It is section 103 of the bill, relating 
to the application of earnings, and runs over into page 12, 

There is another section of the bill which provides that if dividends 
are paid on class B stock, a like dividend must be paid on participa- 
tion certificates. You will find that in section 102, actually it is at the 
bottom of page 6, line 16: 

Whenever a bank has no class A stock outstanding it may pay like dividends 
on Class B stock and participation certificates in an amount not to exceed 5 
percent in any year as declared by the board of directors. 

In other words, they are to be treated the same in the payment of 
dividends. 

Senator Horzanp. What is the provision with reference to the re- 
serve and surplus, set up from January 1, 1957, on? 

Mr. Bacwewu. That you will find at the bottom of page 12, and it 
provides that in the event of dissolution or liquidation, after payment 
of all debts, the surplus on hand on the effective date of the legislation 
shall be paid to the holders of class A and class B stock pro rata. 

The holder of class A, you will recall, is the Government. And the 
holders of class B would be the PCA’s. 

Senator Hotzanp. What I was asking for, I think is found in lines 
21, the bottom of page 12, through line 2 to the top of page 13: 
and any surpluses established pursuant to subsection A of this section shall be 
paid to the holders of class A and class B stock pro rata and any remaining as- 
sets will be distributed to the holders of class B stock and holders of participa- 
tion certificates. 

Mr. Baeweww. That is right. 

Senator Hortanp. Our OFI borrowers would hold participation 
certificates ? 

Mr. Baewett. That is correct. 

Senator Horianp. So that if there were any distribution of a sur- 
plus created after January 1, 1957, they would be recognized ratably ? 
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Mr. Baewein. With the class B stockholder, the PCA’s. 

Senator Hoirianp. Well, I think that is perfectly clear, but the 
thing that I asked about this morning still is not clear to me. 

By what theory do you preclude OF I borrowers prior to January 1, 
1957, from participating in any surplus existing at that time! 

Mr. Baewetx. Do you want me to answer that.? 

Senator HoLLanp. Yes. 

In other words, you give the OF I borrowers, after the new organiza- 
tion is functioning, complete participation ratably in any surplus 
setup after that date, but you do not seem to do that with reference to 
OF I borrowers prior to that date, in any surplus that exists at the 
time of the merger, January 1, 1957. 

Mr. Baewetu, Our feeling is, Senator, that this fund was built up 
largely by the PCA’s. Of course, it was contributed too, to some extent, 
by the—— 

“Senator Hotianp. This morning the testimony was that about 80 
percent was built up by PCA borrowers and about 20 percent by OF I 
borrowers. 

Mr. Baeweiu. That is right. 

Senator Horaanp. Coming down to the meat in the coconut, how 
do you come to give different treatment to the OFI borrowers after 
January 1, 1957, relative to surplus, than you do to OFT borrowers 
prior to January 1, 1957¢% 

Mr. Baeweti. We know of no practical way that you could give 
them that sort of an interest because of the many OFT’s who did busi- 
ness with the credit banks when this surplus was built up that are 
not operating today. I believe some—only 18 out of the 94—who are 
now doing business did business with the credit banks during the 10 
years before the PCA’s were established, 

Senator Hottanp. Had you thought about this device: Allowing 
the position of the Budget Bureau to obtain as to that 20 percent of 
surplus created out of the OFI operations and recognizing the pre- 
ferred right of borrowers who are in the PCA organizations to have 
the right to the 80 percent of the surplus otherwise created ? 

Mr. Baeweuu. We had considered that but had not thought it would 
satisfy the OFT’s. 

Senator Hottanp. The OFT has been operating under a Federal 
umbrella, has it not? 

Mr. Bacwein. Yes. 

Senator Hotianp. They are asking the right to continue to operate 
under a Federal umbrella; are they not? 

Mr. Baawetu. Yes. 

Senator Hotianp. They are asking the right to do that without 
incurring any obligations for the management or anything of the 
kind; are they not? 

Mr. Bacweix. Without being supervised in any way like the PCA’s 
are. 

Senator Ho.tianp. Not only without supervision as to their own 
business, but without incurring any of the problems of management 
of the business from which they will estovall 

Mr. BaGwewu. Yes. 

Senator Hotianp. The point that bothers me is this: I think it is 
very difficult to say that as to other OFT’s, the people who are served by 
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them after the merger, you are going to recognize their vested rights 
ratably in any surplus created after the date of that merger, but you 
are not going to give similar recognition to those OFT's which dealt 
with the organizations now being merged, prior to the date of the 
merger. 

I do not know how you justify that. 

Mr. Bacwe.. Over the period of 30 years or more that the OFT’s 
have been doing business with the intermediate credit banks they 
have also discounted with some institutions in which they have not 
participated in the surplus or earnings of such institutions. 

Senator HoLianp. Let me get this suggestion to you. I think it 
would be easier for you to justify discriminating against their inter- 
ests in surpluses after the date of the merger than it would be before, 
because if they dealt with you with their eyes open after the date of 
the merger, then, indeed, they would know they were not participating 
in any surplus that might be created. They would know that they 
were operating under the conditions that they were to be treated like 
members with reference to refunds in any year in the way of patron- 
age dividends and the like, but as to surplus created out of their 
pockets and the pockets of the members they were foregoing any 
chance to participate in that. 

I say it would be easier to have that kind of an operation and have 
it stick after the date of the merger than it would be before. That is 
just an offhand opinion. 

Mr. Tooretu. I would like to throw in this angle: The PCA’s would 
be making an investment of $13 million in this institution, and would 
be giving up income from that $13 million in order to effectuate ths 
purchase. The OFI’s would not be making a similar investment or, 
in fact, any investment in the capital structure of the merged insti- 
tution. 

Senator Hotuanp. That is exactly one of the reasons why I say it 
would be very much easier to justify the discrimination against them 
after the merger. Before the merger, they have been served under a 
law that so far as I have yet heard, did not ban them from participa- 
tion in any surplus. 

Mr. Bacweu. I wonder if we all are clear we are talking here 
about an interest only in the event of liquidation of these credit banks. 

Senator Horianp. I understand that fully. 

Mr. Bacwe.tn. We feel that it is somewhat academic, because we 
don’t have any idea that the credit banks would be liquidated and it 
would take an act of Congress to do so. 

There is no way under the present law that they could be liquidated 
unless insolvent and if they were insolvent, there would be no surplus 
to distribute to anyone. So it is an academic question, we think. 

Senator Horzianp. I can see that perfectly but at the same time 
I do not know what the attitude of these OFI ’s is going to be as to 
whether they are going to acquiesce to a merger and all of the condi- 
tions of it or whether they will insist or put the matter in the lap of 
some court. I think you need to give consideration to that feature 
of the matter. 

Mr. Baaweui. We have already heard the testimony over on the 
House side, so we have an idea 
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Senator Hotianp. Was this question brought up there? 

Mr. Bacwett. Yes; you will hear it before the end of the hearing, 

am sure. 

Senator Hotianp. Well, perhaps I am anticipating something that 
would be fully dealt with later. But right now for me that is a troub- 
ling question. 

_ Mr. Baewett. It is a question they have raised about this legisla- 
tion. 

Mr. ToorrLn. You were saying because of the investment which the 
PCA would be making in the intermediate credit banks, and the 
assurances that this legislation would give the OFI’s for equitable 
treatment, in fact, more favored treatment than the PCA’s in terms 
of what they have in it, that they would have less claim in your judg- 
ment or less right to expect patronage participations after the effective 
date of this act than they actually have in the present accumulated 
surplus. 

Senator Hotianp. Yes, as a matter of equity, and none if they went 
ahead with their eyes open and continued to do business with you 
under those conditions stated right plainly in the face of the law. 

I say they would have no leg to stand on. I am not saying that 
they have one under this situation, but it seems to me that we have got 
the things really reversed. It would be much easier to sustain, in fact 
quite easy to sustain banning them from participation in later created 
surpluses and not so easy to ban them from participating in earlier 
accumulations. 

Mr. Toorrih. We tried to think in terms of ways and means that 
might be equitable of giving them some direct benefit out of the sur- 
pluses accumulated to date but as Mr. Bagwell pointed out here, there 
are 94 currently that use the facilities of the credit banks, but 1,200 
of them over the years have contributed. Also a good many farmer 
co-ops have contributed to this 20 percent of the present accumulated 
surplus not accounted for by PCA business. 

Senator HotiaAnp. You would have a practical question there, but 
the courts have upheld many, many of the laws like this. For instance, 
that deposits in a commercial institution, of actual money, can be 
forfeited to the sovereign if the depositor or his legal representative 
cannot be located for a certain period of time. There has not been 
any great difficulty in justifying that kind of legislation. 

Mr. Toorrri. You mean justifying the 94 getting the benefit of 
what all of the others have contributed ? 

Senator Horianp. The 94 getting the benefit of what they helped 
to create and the Federal Government getting the benefit of the rest. 
This would be comparable to what happens in the case of abandoned 
bank deposits. That cannot be too different from this situation. 

Senator Munpr. You heard the testimony in the House. _ Was that 
along the same general lines that the chairman was discussing? 

Mr. Bacweun. They raised the same general question. 

Senator Horuanp. I had not heard it. 

Mr. Baewewu. You anticipated it very well. 

Our thought on this matter of having the OFT’s participate in earn- 
ings after the effective date of the legislation is simply this—— 

Senator Hotianp. Understand, I am not arguing that you should 
change what you have done here. You certainly make them fight 
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against your merger much more vigorously if they have no interest 
in the surpluses from that time forward. 

But what I am saying is that it would be so easy to make that kind 
of a position stick legally. I do not know whether it is easy to make 
this other thing stick legally. It is putting it somewhat in reverse 
form to say that you are going to let them participate in surpluses 
after January 1, but since you had not said anything about it before 
that time you will not let them participate in surpluses prior thereto. 

I would find it rather hard to justify that approach. 

Mr. Baewett. I would like to make two comments on that. 

Tirst of all, as to them participating after the effective date of the 
new legislation: Our plan under this bill would be to convert the 
banks to truly cooperative enterprises. 

As you know, it is rather common for cooperatives to do business 
with nonmembers. We would have the banks here do business with 
the OFT’s and have them participate on a patronage basis similar to 
the way in which the co-ops operate naomi 

Senator Hotzanp, Have you any provision on the subject of tax 
exemption in this? 

Mr. Baewetu. Yes; we have a provision in here that recipients of 
these penens certificates, the B stock certificates issued to the PCA’s 
and the participation certificates issued to the OFI’s, would not be 


subject to income taxes as long as there is Government capital in the 
credit banks. 

Senator Hotzanp. Of course, the matter that you referred to a 
while ago, the practice of co-ops to give the same treatment to non- 
members as to members, comes about, as I recall, very largely because 


of the desire to be tax exempt. 

Mr. Baawett. That is correct. It is a rather common practice. 

On your first point about whether they would have a legal claim 
under the present law, actually neither the OFI’s nor the PCA’s have 
— legal claim to the surplus. 

enator Horianp. You are not agreeing with the Bureau of the 
Budget on this matter, are you ? 

Mr. Baewe tt. No, sir, 1 do not think so. I am agreeing to the extent 
that there is a provision in the law now with reference to the disposi- 
tion of the surplus. 

Senator Hotuanp, After the liquidation ? 

me Baewetu. That is correct, after liquidation. I was just stating 
a fact. 

Senator Hottanp. Not making any concession ? 

Mr. Baewetu. No, sir. 

Senator Hotuanp. Well, I think here is a nice point that we have 
got to work out something on. However, that is just my offhand opin- 
ion. Do either one of you gentlemen want to comment on it? 

Senator Scorr. No. 

Senator Munopr. No. 

Senator HoiziaNnp. Go ahead, 

Mr, Toorrty. I raise this one further question of this matter of 
the relationship of the OFI. Assume that it was felt that they should 
be entitled to participate in the surplus, how could you do it without 
recognizing an interest in—an ownership interest in the credit banks? 

And if you admit that and permit that, then it raises a whole gamut 
of other questions as to representation on district boards, et cetera. 
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You have some districts in which only as little as 144 percent of the 
borrowing from the credit bank is done by OFI’s, 

You raise the question as to certain privileges they enjoy in the mat- 
ter, for instance, of unrestricted territory and of not being subject to 
supervision. We feel that it would be a very complicated situation. 

The OFT’s would be having nothing taken away from them that they 
presently have. They would have some things added which Mr. Bag- 
well pointed out. And they would continue to be guaranteed a home 
where they can discount their paper on terms just as favorable as 
those of the PCA owners. 

Our board feels that is entirely equitable. 

Senator Hotiann. I do, too. 

Mr. Tooretn. We feel that this legislation is in the interests of 
farmers and ranchers of this country; that it will enable the farm- 
credit institutions involved to do a better job of serving them. It 
would increase the financial structure of the intermediate credit banks 
by $39 million and strengthen them at a time when they are being 
called upon to discount more paper and give greater service than they 
ever have had before. 

Our Board hopes this committee will see its way clear to recommend 
approval of this legislation. 

I thank you very much. 

Senator Hornanp. Thank you very much. You made a very fine 
presentation. 

Senator Munpr. Let me ask you one overall question. 

Would you prefer no legislation of this type whatsoever as against 
legislation which would aceept the Budget Bureau’s recommendations 
and otherwise go along with your proposal ? 

Mr. Tootell, I am not at all sure that you will face that. 

Mr. Tooret.. I can state and will state for the Board as to this 
point: 

As to 2 of the 3 provisions which the Budget Bureau would require, 
the Board and the production credit associations that would be called 
upon under this legislation to buy the credit banks would say, “Yes, 
they would prefer no legislation.” 

The legislation which would continue the ownership of the Govern- 
ment in the credit banks after all of the Government capital is retired, 
or, a provision which would require the credit banks to continue to 
be under the budget provisions of the Corporation Control Act until 
the last dollar of Government capital is removed—they have no objec- 
tion to remaining under the audit provisions until the last of the Gov- 
ernment capital is removed. 

Senator Munpr. That would be items 1 and 2? 

Mr. Tooretz. That is right. 

Senator Munpr. You do not raise such serious objections to item 
No. 3? 

Mr. Toorerz. No; not nearly so serious. As I stated this morn- 
ing, it was the judgment of the Board, it being unable to foresee what 
is ahead in the next few years and the fact that that amount of capital 
already is in the system, that it was reasonable to ask for the larger 
revolving fund. 

Senator Munpr. I understand. 

Senator Hotztanp. All right, sir; thank you, sir. 
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Mr. Toorer.. Thank you very much. 
Senator Hotzanp. Mr. Harris. 


STATEMENT OF GLEN R. HARRIS, CHAIRMAN, NATIONAL ADVISORY 
COMMITTEE OF PRODUCTION CREDIT ASSOCIATIONS, RICHVALE, 
CALIF. 


Mr. Harris. My name is Glen R. Harris, and I am a resident of 
Richvale, Calif. I am a member of the national advisory committee 
of production credit associations representing the 11th Farm Credit 
District, and am currently serving as chairman of that committee. 
The full membership of the committee, one member being selected by 
the production credit associations of each farm-credit district, is as 
follows: 

District 1—William Wadsworth, Farmington, Conn. 
District 2—H. G. Blalock, Baskerville, Va. 

District 3—W. F. Woodruff, Nashville, N. C. 
District 4—W. E. Lacy, Hopkinsville, Ky. 

District 5—P. F. Williams, Clarksdale, Miss. 
District 6—R. H. Lanterman, Chatham, Ill. 
District 7—Walter H. Dunn, Ellendale, Minn. 
District 8—William Yungelas, Webster City, Iowa. 
District 9—King L. Banks, Delta, Colo. 

District 10—Grover C. Impson, Beeville, Tex. 
District 11—Glen R. Harris, Richvale, Calif. 
District 12—Jack Arnold, Birney, Mont. 


I would like to introduce them to you: Mr. W. E. Lacy, of Kentucky, 
the vice chairman of the committee; Mr. Yungelas, of Iowa, the secre- 
tary of the committee; Mr. Blalock, of Virginia, and Mr. Banks, of 
Colorado, the other two members of the executive group. 

Senator Honuanp. We are glad to have you. 

Mr. Harris. I would like to add to my statement that all of these 
gentlemen are farmers or ranchers, all of them directors, and in most 
cases president of their own production credit associations in their 
home localities as well as serving on this national advisory committee, 

Our testimony, Mr. Chairman, was prepared to present over in the 
House of Representatives and we have in some cases referred to H. R. 
10285, and the identical bill which we understand is Senate bill 3564, 
is identical, and I have corrected the testimony in pen and ink here, 

I think I might have missed some, so if you will understand where it 
says H. R. 10285 we are intending to say S. 3564 in this testimony. 

Senator Hotnanp. Very well. 

Mr. Harris. The committee met in Washington, D. C., on April 18, 
with all members present, and voted unanimous support of S. 3564 
and the other identical bills introduced in the House and Senate. 

We prefer the provisions of these bills over the slightly different 
version contained in S. 3549 because of the greater administrative 
control left with the district farm-credit boards, which we believe is 
very desirable. 

We are opposed to S. 3550 to the extent that it differs from the other 
bills in treatment of the reserves, revolving funds, and continued Gov- 
ernment control over the new combined corporations. We would 
prefer no legislation be enacted rather than have these provisions. 
become law. : 

This committee is particularly pleased with the features of S. 3564 
providing for user ownership and control by making the combined 
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banks cooperative institutions, with provision for participation by the 
users, and with the flexibility provided in accomplishing the retire- 
ment of Government capital as agricultural conditions and progress 
of our production credit associations permit. 

The committee last year supported the Farm Credit Act of 1955, 
including section 201, which was deleted by the Congress. However, 
at, that time we recognized that section 201 was not a complete answer 
and now recognize the wisdom of the Congress in not adopting section 
201, but rather waiting until a complete plan including both the pro- 
duction credit corporations and the intermediate credit banks could 
be developed. 

We believe S. 3564 does provide such a plan, and that under its terms 
complete farmer ownership can be attained without any significant 
increase in costs to production credit associations or other financing 
institutions, through the opportunities it provides for economies 
resulting from consolidation and streamlining the organization, the 
flexibility provided in accomplishing retirement of the Government 
capital, and through the possibility of making better use of the capi- 
tal now in the system. 

We are gratified that the Congress last year enacted the balance 
of the act of 1955 which provided the plan by which our sister insti- 
tutions in Farm Credit, the banks for cooperatives, can accomplish 
user ownership, and also the provisions improving the position of 
the land-bank part of the system. 

We wish to particularly endorse the provision of the act of 1955 
srohibiting secretary-treasurers of national farm-loan associations 
Prodi simultaneously serving as members of district farm-credit 
boards. It has not been possible for secretary-treasurers of our pro- 
duction credit associations to do so and we.do not believe it is good 
administration or should be permitted in either case. 

We understand that there is some opposition from various of the 
other financing institutions to S. 3564. We therefore wish to com- 
ment that we believe that S. 3564 provides fair and equitable treat- 
ment of OFT’s. 

It provides that they shall continue to have the services of the 
credit banks available on the same terms and conditions as they will 
be available to production credit associations, that OFI’s will par- 
ticipate to the same extent as production credit associations in an 
equities built up or distributed, according to their volume of busi- 
ness, and they are not being required to make the intial payments 
which are required of production credit associations. 

We wish to make clear that no production credit association de- 
sires to deny the OFT’s the services of the credit banks, but that 
on the other hand, it is in our interest that we encourage their use 
of these facilities, thereby building greater volume of business and 
greater efficiency. of operation. 

Of the 498 production credit associations which this committee 
represents, only 50 to 60 associations have expressed any opposition. 
In 6 of the 12 Farm Credit districts there has been no opposition 
voiced. In the other 6 districts there is scattered opposition. 

Some of those opposing simply request delay because they feel 
they are not now ready to make the initial payment. Others have 
various objections, such as desiring a different name for the combined 
bank or a greater voice in management. 
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A number of those opposing, however, say if there is to be any 
change from their present status, they believe that the provision of 
S. 3564 provide an acceptable plan. 

We, therefore, report that the great majority of the production 
credit associations are in favor of S. 3564 and urge your committee to 
approve the bill and the Congress to enact it into law, that we may 
move forward toward the objective of a completely cooperative and 
user-owned credit system for agriculture. 

Now, Mr. Chairman, I should like to make a few additional com- 
ments with regard to the proposals of the Bureau of the Budget, in 
the maintenance of an interest in the reserves and the continued gov- 
ernmental control over the new corporations. 

It is our feeling that the matter as the Governor has already said to 
you, who owns the reserves is possibly only of academic importance 
so long as the intermediate credit banks remain in existence. But we 
are immensely concerned that that expression of the continued govern- 
mental interest in them will be the reason for continued governmental 
control and, particularly, with regard to the budget provisions of 
the Government Corporation Control Act, which will subject the in- 
stitutions, and consequently, our associations to greater costs and 
greater delays and greater administrative difficulties over the years, 
simply to comply with those rules, to get permission to spend our own 
funds, which is essentially what it would be. 

And it is the matter of budget control features that we are particu- 
larly concerned about in the Bureau of the Budget’s proposal. 

However, we also feel that we have been responsible for the establish- 
ment of a great part of those reserves, and we have an equitable claim 
to them, so far as that is concerned. 

We believe they should be left in there with full ownership to come 
to the associations and the OFT’s at such time as the Government 
capital is repaid. 

Another point in my testimony, I have mentioned that we think that 
farmer ownership can be attained without any significant increase in 
interest costs to our associations. I would want to make clear there 
that we are talking about any significant increases as a result of this 
legislation. We understand that there are some increases coming be- 
cause of increased costs of money. And some have already come. 
Those are of some concern to our associations. We hope that that 
trend can be reversed for us before too long. 

We do not believe that this legislation would have any significant 
part in any increases, and that actually we can go forward with it with- 
out it being a factor in any interest increases. 

Thank you, Mr. Chairman. 

Senator Hotianp. Thank you for your statement. 

To come back to the question of reserves, I quite well understand 
whiy you do not want the Government to have a continuing interest in 
there and I appreciate that point of view. 

The thing that causes me concern is this: You are claiming the re- 
serves up to the time of merger on the theory that by payment of 
greater interest rates than was necessary to carry the business, you 
have created those reserves, even though Govechiinkal capital was what | 
was employed. . 

I think that is a perfectly sound position to take as to that part of the 
reserves created out of the interest paid by the stockholders, but I think 
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that it so not so sound when you come to the other part of the reserve 
that was created out of interest paid by OF I’s. 

And particularly do I think that you weaken the strength of your po- 
sition, both equitably and legally, when you turn right around and say, 
from the date of the merger it shall be otherwise. OFI’s should be 
represented ratably with others, with the owners, in the apportionment 
of any surplus created from the date of merger. 

It would occur to me that you are on sounder ground from every 
standpoint if you want to maintain your position of freedom, com- 
pletely, from governmental claims against this reserve after your Gov- 
ernment stock is retired, by adopting the other approach, namely, that 
that part of the reserves from the date of the merger which is created 
out of the activities of the owners, both present and past, shall belong 
to the corporation and shall be handled in the event of liquidation just 
like any other surplus would be; but as to the lesser part that was 
created by the interest paid by the OF I’s, that that, in the event of 
liquidation, should belong to those who created it, and if we find later 
who can not claim it, it will be easy to pass legislation to dispose of any 
smatl undistributed part of the reserves. 

And if you folks are as sound in your belief that:'there won’t be any 
liquidation, that these organizations will be held for centuries, which I 
believe will be the case, no result will come from such er 
There might very easily come practical trouble, both on the floor and 
in the matter of getting presidential approval and the matter of court 
litigation in the event that you claim for your own stockholders some- 
thing beyond what they themselves have put up. 

I just suggest that. I do not think it is any serious question because 
I think you can handle it, along the lines that I have suggested there; 
and there may be other ways, too, without coming to grips with the 
Budget Bureau on its contention, that you paid the excess of interest or 
the OFT’s did, that it was paid on Government capital and should be- 
long eventually to the Government. 

That is the position that you do not want to acceed to. : 

Mr. Harris. That is correct. That is one point that we would be 
concerned about, that if in the attempt to segregate the amount of the 
present surplus that has been built by the OFT’s from that built by us, 
and then in the course of that segregation it was determined that it 
would remain in the Government ownership because of the inability 
to find the proper OFT to credit that amount to, in as much as a great 
many of them are no longer in existence, then that did continue to carry 
forward this Government ownership of a portion of it; and conse- 
quently, continued to subject us to the budget provisions and that sort 
of thing, we would be very much concerned about that. 

Senator Hotzanp. No; I did not suggest that there would be any 
Government ownership continued in the matter at all but that on 
the date of the payment out of the Government stock, the retirement 
of the Government stock, that the equity in the reserves belonged to 
those who created it, and not that there would be any forced liquida- 
tion at that time or any forced apportionment of the interest—the 
Government did not create it. 

You can word it very easily where it would be distributed to those 
who created it by way of paying higher interest rates than they would 
have had to pay to carry the business, simply on a level keel. 
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Mr. Harris. I would like to make another comment, that I think 
that the Governor’s point that the business of the production credit 
associations since 1933 has been a great percentage of the total busi- 
ness, and that that provided the credit banks with a better basis of 
operation than they would have had otherwise. 

I think there is real doubt whether this 20 percent can be accurately 
ascertained, because you have to go back and assume some things. 
And I think maybe without the production credit system the credit 
banks would not have that surplus now that they presently have. 

And consequently, the 20 percent figure would not have been true 
without the production credit system coming into being and being a 
part of the operations since they have been from 1933 to the present 
time. 

Senator Horzanp. I think that is true. Neither would your re- 
serves have accumulated to the amount that they have if you had not 
had others participating with you in the business. It works both 
ways. 

Mr. Harris. Yes. I say again that we in production credit have 
no quarrel with the OFI’s and feel that they are a necessary part of 
the credit bank operation. 

Senator Horzanp. You have accurately stated it in your presen- 
tation that the more business you have, the better it is to all con- 
cerned. I think that is sound. 

Mr. Harris. Thank you, sir. 

Senator Hoxtzanp. Are there any others here from out of town who 
want to be heard without fail this afternoon ¢ 

Come up, sir. Maybe you will have a better suggestion to make 
about this troublesome question. 


STATEMENT OF ROBERT 0. JUSTICE, PRESIDENT OF THE BOARD, 
PERU PRODUCTION CREDIT ASSOCIATION, PERU, IND. 


Mr. Justice. I am Robert O. Justice, president, and this is Joe 

Payne, of the same association, secretary-treasurer of our association. 

nator Horzanp. All right, gentlemen. You may proceed, Mr. 
Justice. 

Call upon your right arm there whenever you 7 need him. 

Mr. Justice. We welcome questions and I bring him along to an- 
swer the questions. 

Senator Horzianp. All right, sir. 

Mr. Justice. Mr. Payne is a farm operator, lives on his farm and 
has a production loan. 

I, likewise, live on and operate my farm and have a production 
credit loan. 

And due to the fact that we are that close to the membership of 
the production credit, we would like to advance our reasons based 
on the desire of the large number of the members. 

You have heard the Governor, Mr. Briggs, the President, Federal 
Board, and Mr. Harris just recently from the National Advisory Com- 
mittee. They have given you the reasons for this legislation, the 
various technical ramifications of it. 

We would like to present what we think is the opinion of the com- 
mon member out here on the farm who is going to pay the costs and 
assume responsibility for the management. 
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[ will say just a little about our association. 

We represent 3,054 members of our association there in Peru, Ind. 

We loaned something like $10 million last year. We have an outstand- 
ing balance on March 31 of 1956 of $5,322,619. 

I have been a member of the board since organization in March 
1934 and have seen our association grow from no reserves until De- 
cember 31, 1955, when we had surplus and reserves of $533,416 and a 
net worth of $967,942. 

[ give you those figures in that statement there to show that I think 
we are a pretty typical production credit association. 

It is not my purpose to discuss in detail the ramifications of this 
legislation nor the accomplishments we expect from its passage; these 
have been discussed previously. 

I believe the people vitally concerned are the members of production 
credit associations throughout the United States—honest-to-goodness 
dirt farmers. There has not been too much said about the farmers. 
When you get to the basic facts they are the ones concerned. I think 
they should have more consideration. That is why we proposed to 
advance their thinking. 

We are here for the purpose of urging the passage of Senator 
Holland’s bill S. 3564. We have not been sent here by any group of 
associations or any committee, but are here on our own to represent 
the 3,054 members in our association and we think that our sentiments 
reflect the majority of the thinking of the membership in the Fourth 
District. 

It is because of my contacts and acquaintance with the association 
directors and secretary-treasury during the past 22 years that I 
feel I can express the majority sentiment of the more than 50,000 
active members in the fourth district who had outstanding loans of 
$95,443,098 on March 31, 1956. 

I visited all of the associations in Indiana, most of the associations 
in Ohio and some in Kentucky, and I feel that I understand the think- 
ing of the members in those areas. 

I dislike to bring out any repetition when time is so short. 

Proposed legislation has been presented to the directors and secre- 
tary-treasury of our district twice since the 1955 farm credit bill 
was considered by this committee and at the first of these meetings 
there were many different opinions, dissatisfaction, and discussion but 
no agreement was reached. 

When the revised draft of the bill was presented at a later date by 
Governor Tootell and Mr. Miles, a resolution approving legislation 
such as Senate bill 3564 provided was unanimously approved in the 
fourth district. 

I will say there were approximately 200 directors and secretary- 
treasurers in attendance at this meeting. 

I explained this bill to 600 of our members at our annual stock- 
holders meeting on March 7, 1956, and their comments were to urge 
passage of the bill as it provides a means by which the Government 
capital can be retired from 2 more farm credit units with the least 
possible hardship to the members of the associations. 

Approximately 75 percent of our members are farm owners, and 
farmers by their very nature take a lot of pride in ownership. It was 
with great pride that the members of our association returned the 

class A stock held by the Government in our association, and we know 
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from their expressions that they are looking forward to returning 
the Government capital from the other units as proposed in this 
legislation. 

Che fact that our business has increased $2 million since the Govern- 
ment capital was retired in 1952 is evidence to me that it means a lot 
to our members to own their own credit association. 

We filed testimony with this committee a year ago on the farm credit 
vill of 1955. At that time our members favored a bill embodying the 
principles now contained in this bill, S. 3564, but were willing to 
support the bill presented last year rather than not have any plan for 
retiring the Government capital from the production credit corpora- 
tion or the Federal intermediate credit “4 

Now, gentlemen, we urge passage of this bill, because through my 
personal contacts with members of the Peru association and other 
members throughout the fourth district I am convinced that the great 
majority favor the legislation as set out in this bill. 

It also carries out the intent of the Farm Credit Act of 1933 and 
the declared policy of the Farm Credit Act of 1953. 

According to evidence-submitted before the. House committee, con- 
siderably more than 400 of the 498 production credit associations favor 
this bill. Since it is the purpose of this bill to facilitate complete farm 
ownership of the farm credit system and such a large percent of the 
members of the PCA’s are in support of S, 3564, we respectfully urge 
your support and its final passage. 

We do think, however, that when the members become the owners 
of all B stock in the credit bank, the law should provide that all such B 
stock cannot be retired so that the credit bank cannot become a public 
trust. 

It is a privilege to be here. I cannot say it is altogether a pleasure, 
but I will say it is a privilege. 

Senator Hottanp. When I saw a gentleman down here from Peru, 
I thought it. meant something contributed.from our sister Republic 
down south, Peru. 

Mr. Justice. No. 

Senator Hotianp. You are just from the Corn Belt of Indiana, than 
which I understand there is nothing better. 

Mr, Justice. North central Indiana, north of Indianapolis. 

Senator Hotianp. If there are no questions, thank you very much. 

Mr. Justice. Thank you. 

Senator Hottanp. Next is Mr. King Banks, National Advisory 
Committee of PCA’s. 

You may proceed. 


STATEMENT OF KING L. BANKS, REPRESENTING THE PRODUCTION 
CREDIT ASSOCIATIONS OF THE NINTH FARM CREDIT DISTRICT, 
DELTA, COLO. 


Mr. Banxs. My name is King L. Banks, of Delta, Colo. I represent 
the Ninth District of the Farm Credit Administration which 1s com- 
posed of the States of Kansas, Oklahoma, New Mexico, and Colorado. 
We have 41 production credit associations. 

My information from the State chairmen of Kansas and Oklahoma . 
is that their production credit associations are unanimous in support 
of the bills presented by the National Board, H. R. 10285 and S. 3564. 
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They are against the provisions of the bill as presented by the Bu- 
reau of the Budget with the possible exception of the reduction sug- 
gested in the revolving fund. Some associations in New Mexico favor 
the new bill; some are against it. 

I know that 1 is for it and 1 against it. The other three, I have no 
information definitely from them. 

Senator Hottanp. You mean in New Mexico? 

Mr. Banxs. In New Mexico. 

In Colorado, at a recent meeting of our State Advisory committee, 4 
associations favored the bill and 4 were against it. 

The reason for the unfavorable votes in Colorado was principally 
the possibility of a raise in interest rate to our members to cover the 
additional cost. The others felt that the new bill presented by the 
National Board was such a long step forward that we should accept 
it and then if there was any appreciable increase in cost we could take 
the necessary steps, political or otherwise, to remedy the situation. 

I might say that this increase in cost and the initial investment as 
suggested amount to 2.07 percent of the average month, and volume 
of loans is of great concern to all associations in our district. 

The Ninth district has consistently battled any change in the 1933 
act other than amendments. But the 1953 act was passed and is now 
law. We realize the pressure on the new Board to propose legislation 
to retire, as soon as possible, the Government capital in the system. 

The National Board has worked hard and conscientiously to this 
end and the bill they have presented, with the exception of the 2.07 
percent initial investment, as we mentioned before, is a long step in this 
direction. We feel that, if possible, we should get the National Board’s 
bill with the elimination or reduction in the initial investment. 

For the record, I want to state that our district, while not unani- 
mous, is overwhelmingly favorable to this legislation as proposed by 
the National Board. 

Senator Hornanp. You recognize, I see, that the National Board 
is under a mandate because of the 1953 legislation ? 

Mr. Banks. That is right. 

Senator Hotianp. To move toward elimination of the capital in- 
vestment of the Federal Government in these units of the Farm 
Credit Administration. 

Mr. Banxs. We fully realize that ; yes, sir. 

Senator Hotianp. You support that approach ¢ 

Mr. Banks. We do. 

Senator Hotianp. All right; thank you, sir. 

Mr. Banxs. Thank you. 

Senator Hontanp. Mr. Kenneth L. Scott, Director, Agricultural 
Credit Services. 


STATEMENT OF KENNETH L. SCOTT, DIRECTOR, AGRICULTURAL 


CREDIT SERVICES, UNITED STATES DEPARTMENT OF AGRICUL- 
TURE 


Mr. Scorr. The Department believes that this proposed merger 
of the Federal intermediate credit banks and the production credit 
corporations is an opportunity to further improve the facilities of 
the farm credit system to the benefit of farmers and ranchers through- 
out the country. 
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I appreciate this opportunity to discuss with you briefly some 
of the more important phases of this legislative proposal, as we 
see them. 

Credit, of course, is an essential farm tool. Credit that is care- 
fully geared to the particular requirements of agriculture, and especi- 
ally to the sound needs of individual farmers, is especially helpful 
to the successful conduct of individual farm businesses. 

Farm people need credit in good times as well as during the less 
favorable years. The lack of such dependable credit brought into 
being the production credit system as the members of this commit- 
tee well know. Here we have a system that was carefully designed 
to meet a real need ; a system that is devoted solely to the extension of 
sound, helpful agricultural credit services. 

The record of the production credit system has been outstanding 
in several respects. In the early days there were skeptics who thought 
farmers could not safely be entrusted with the responsibility of mak- 
ing loans. Billions of dollars have been loaned with insignificant 
osses. 

Of much greater significance is the pace-setting example which the 
Congress had in mind when the system was established. Notwith- 
standing the importance of the large volume of loans that have been 
made, I believe it is true that this pace-setting function has been of 
greatest benefit to our agricultural people generally. 

The principles of lending which this system put into widespread 
use have now been accepted by other agricultural lenders and adapted 
to their lending policies. 

Loan terms suits to the needs of farmers with particular emphasis 
on the repayment capacity of the business are now the common prac- 
tice as a result of this fine example. 

The agricultural commission of the American Bankers Association 
has been actively sponsoring for several years the use of agriculturally 
trained men in country banks and the establishment of special agri- 
cultural loan departments. : 

I think it is fair to say that the Production Credit gave this move- 
ment great impetus. The outlook for future agricultural develop- 
ments is such that there will be further opportunities for the produc- 
tion credit system to perform additional pace-setting functions. 

It is important to remember why this special credit system has 
worked out so well. It didn’t just happen, of course. The Federal 
intermediate credit banks were in existence long before the produc- 
tion credit days. Their basic authority and functions haven’t changed 
much during the years. They are wholesalers of agricultural credit. 
They have developed a reputation for their debentures which cause 
them to be looked upon by the most prudent investors as blue-chip 
investments. sub, 

It is essential that this fine reputation be carefully maintained to 
insure a continued supply of loanable funds. The Department believes 
that this bill would add further strength to this phase of the system. 

Private discount companies, the original outlets for the services of 
the credit banks, have continued to use the banks’ facilities. Although 
production credit associations have for many vears provided most of 
the volume of service, the Farm Credit Administration has very 
properly carefully safeguarded the rights of these private companies. 
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The bills under discussion contain specific assurance that this equal 
treatment will continue. 

This PCA record of sound helpful loans is the result of— 

(1) A tailor-made system to meet a specialized need ; 

(2) A system of lending that attracted and retained the active 
interest and support of leading farmers and ranchers; 

(3) A special type of supervision and guidance that has built 
strength and leadership where it is most important; namely, in 
the local lending offices. There is no substitute for sound, prac- 
tical loan decisions out in the country where lender and borrower 
can sit down and work out the type of credit needed; and 

(4) Progressive décentrsilisatien of responsibility. 

Our rural people have an important stake in the continuation of 
this type of supervision ‘oma guidance. From their standpoint this 
helpful guidance in sound lending and the continued emphasis on 
service-mindedness is very important. 

The dependability of this type of credit needs to be carefully safe- 
guarded and further strengthened at every opportunity. The Con- 
gress has on several occasions under the leadership of this committee 
and the House Agricultural Committee, taken just such actions as 
experience and progress of the system showed to be needed. 

The Department has great confidence in the actions that the Na- 
tional Farm Credit Board and Governor Tootell are taking to further 
strengthen this cooperative system. From our frequent discussions 
with them we know they are sincerely anxious to help the system be 
of maximum service to farm and ranch people. 

The accomplishments during the past 20 years with this special 
type of supervision by the Production C redit Corporations, are so 
evident that I would like to respectfully suggest, Mr. Chairman, that 
it might be helpful to the National Board and Governor Tootell for 
this committee to emphasize the importance of there being strong 
provisions in this merged institution for keeping the system service 
minded, 

In addition to the benefits to our far.a people there is a public 
interest in this. The lending policies of private and cooperative 
lenders have, as you know, an immediate influence on the demands that 
are made on the Farmers Home Administration for supplemental 
credit service. 

The shifting of farm people from one lender to another is certainly 
very disturbing and costly to them, to say the least. This can be 
minimized by good dependable service through the production credit 
system, 

In the Farmers Home Administration we have a very outstanding 
group of devoted and capable people who are always anxious to help 
those who cannot get credit on reasonable terms elsewhere but we 
need to the extent possible to keep the Farmers Home Administration 
in their traditional field of helping young farm families become es- 
tablished and providing supervised credit with sound management 
help. The extent to which they have to get into emergency or tem- 
porary lending, of course, detracts from what they can do in carrying 
out their basic ‘Tending responsibility. 

President Eisenhower in his agricultural message last January 
referred to the traditional importance of commercial and cooperative 
lenders in supplying the bulk of agricultural credit. 
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The Administration, of course, is anxious that these sources of 
agricultural credit continue to provide a maximum of help to farm 
people. There is a need at this time for some additional supplemental 
credit through the facilities of the Farmers Home Administration, 

Mr. Chairman, at an early date I hope to have the opportunity to 
discuss with this committee the Administration’s proposals for broad- 
ening and extending the authority of FHA. 

The 20 years that I spent on the staff here of the Farm Credit Ad- 
ministration and the prior experience of managing a private loan 
company that discounted with the Federal intermediate credit banks 
causes me to believe very strongly that the specialized type of vredit 
service that is being furnished by the production credit system is 
very beneficial to farmers and ranchers generally. 

A large volume of helpful service is being provided by other agricul- 
tural lenders which often have other important functions that must be 
safeguarded. I refer, of course, to the responsibilities banks have 
to their depositors and the marketing or processing services which 
other agricultural lenders often carry out with their credit services 
largely an adjunct thereto. 

In Farm Credit we have a permanent system. The production 
credit associations are designed to continue year after year with no 
interruption in ownership or basic functions. 

Farmers and ranchers need this type of permanent service, a pace- 
setting service, an institution owned and managed by people devoted 
to the single job of providing sound credit needs of the farmers 
and ranchers. 

In closing may I again say that the Department believes that the 


merger of the intermediate credit banks and the production credit 
corporations would be advantageous to our farm families. The de- 
tails of the en have been worked out with great care and as a 


result of many discussions throughout the country. 

In addition to the advantages I have mentioned, this merger will 
provide an opportunity to reduce somewhat the cost of getting loan- 
able funds and providing needed supervision. 

Thank you, Mr. Chairman, for this opportunity to appear before 
you. 

Senator Hottanp. Do I understand that you speak for the Depart- 
ment of Agriculture in this statement ? 

Mr. Scorr. Yes, sir. 

Senator Hotuanp. And that the Department gives its unconditional 
approval to the pending legislation ? 

Mr. Scorr. To the merger. 

Senator Hotianp. To the merger? 

Mr. Scorr. Mr. Chairman, we have not taken a position on these 
bills, the details of the bills, because of the points which, as you know, 
the Bureau of the Budget has raised, but we do strongly favor the 
merger. 

Senator Hotianp. In other words, you think that the 2 sets of insti- 
tutions should be combined into 1 ? 

Mr. Scorr. Yes, sir. 

Senator Hottanp. According to the general plan outlined in all of 
these various acts? 

Mr. Scorr. That is right, sir. 

Senator Horzianp. Thank you. 
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Mr. Scorr. Thank you. 
Senator Hotianp. All right. 
The next gentleman here is Mr. H. G. Blalock. 


STATEMENT OF H. G. BLALOCK, NATIONAL ADVISORY COMMITTEE 
OF PRODUCTION CREDIT ASSOCIATIONS, BASKERVILLE, VA. 


Mr. Buiatock. My name is H. G. Blalock. I am a farmer in Mechan- 
icsburg County, Va., president of the South Hill Production Credit 
Association, and am on the advisory committee of the National Advis- 
ory Committee from the Second Farm Credit District. 

I am also president of the Virginia Farm Bureau Federation. 

The production credit associations of the Second Farm Credit Dis- 
trict, all of them, are unanimously supporting this bill. I have taken it 
up with all of them, and have asked any who had any objections to re- 
port to me, and they have all had sufficient time to report any objec- 
tions. I have head no objections, but without request I have had a 
number of reports from a great many of the associations favoring this 
bill. 

So that I think I can say without any dissension that our associa- 
tions in the Second Farm Credit District are unanimously in favor 
of it. 

And, as a farmer and as president of the local production credit asso- 
ciation, we think that it will be for the benefit of the entire system. We 
certainly hope that you can see fit to pass this bill out. 

Senator Hotitanp. The sentiment in your area is very much solidi- 
fied, more than it was last year ; is that correct? 

Mr. Buiatock. Yes. 

Last year, however, our group was pretty well together with some 
reservations of what was in last year’s bill, but we think that this is 
much better. Certainly, they are all together now, whereas we had 
some reservations by some associations last year. 

Senator Hotxianp. All right, sir. Thank you very much. 

Mr. Buatock. Thank you. 

Senator Hotianp. Mr. W. E. Lacy is our next witness. 

Weare glad to have you here, and will be glad to hear from you now. 


STATEMENT OF W. E. LACY, VICE CHAIRMAN, NATIONAL ADVI- 
SORY COMMITTEE OF PRODUCTION CREDIT ASSOCIATIONS, 
HOPKINSVILLE, KY. 


Mr. Lacy. Mr. Chairman and members of the committee, I am very 
glad to be here. 

Senator Hottanp. You were here last year, were you not? 

Mr. Lacy. Yes, sir. 

Senator Hotianp. We are glad to see you again, sir. 

Mr. Lacy. Thank you, sir. 

My statement is also off of the cuff, and I will be a little easier to 
stop than my wife would be, if she were testifying. I assure you that 
my statement will be brief. 

Tama farmer. My home is in Hopkinsville, Ky. I am here repre- 
senting the fourth district. I am also vice chairman of the National 
Advisory Committee of the Production Credit Associations. 
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I would like to concur in the statement made by our chairman of the 
National Advisory Committee to this committee. 

I would like to make some additions to that statement, primarily for 
the fourth district. 

Perhaps the fourth district has been slightly over-emphasized here, 
but I believe in my remarks I may be able to justify that fact. 

I am happy to represent the largest district in the United States, 
from the standpoint of active membership; also from the standpoint 
of the largest volume of loans. 

There are over 47,000 active members in the Fourth Federal Farm 
Credit District. That is Ohio, Indiana, Kentucky, and Tennessee. 
Those 47,000-plus members made loans last year in excess of $156 mil- 
lion, which is the largest district in the United States. 

I am also vice president of my local association down in western 
Kentucky. I have been connected with production credit for the past 
19 years. 

I was elected to the National Advisory Committee in 1949. If I 
may, I would like to give you just a brief history of that Committee, 
because I think it relates to this bill that we have before us here today. 

Senator Hotuanpd. That is the Committee of which Mr. Glen Harris 
is Chairman ? 

Mr. Lacy. That is right, sir. 

This committee was organized, I think, in the year 1946. I came 
on that Committee in the year 1950. 

That Committee was talking then about some of the fundamentals 
of this bill. I understand that they had been talking about it for 2 
or 3 years prior to that time. 

The point I would like to make is that this is not an overnight dream, 
this legislation. This legislation has been prepared and written by 
men who have lived and grown up in production credit and in farm 
credit. 

Quite a number of those men who were on the National Advisory 
Committee, who are on there now—they were at that time—are now 
on this Farm Credit Board. I think all of those men are well quali- 
fied. I am sure they have given consistent consideration to this 
legislation. 

They have brought this legislation out in the district on 2 or 3 
different occasions, to the people in the district. 

I would like at this time to report on my district. 

There are 2 associations out of the 40 in the 4 States that are op- 
posed to this legislation. They have not registered opposition to it, 
so far as I know, certainly not to me. But I have learned that they 
are opposed to it. 

There are 2 associations that are neutral or noncommittal. I am not 
able to tell just which they are. 

That is 4 associations—2 against it, 2 that are doubtful, out of the 
40 associations in the Fourth District. 

I think, sir, that the Gapport of this bill last fall was almost solely 
with the exception of the Sixth District, the St. Louis District, and 
there is very little opposition to this legislation at the moment from 
production credit associations. It is comparatively small. 

But the farmers are disturbed, I think, in all sections of the coun- 
try, due to this high interest rate. I am wondering if they might 

76921—56——7 
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not be attributing some of it even to the discussion of this legisla- 
tion. Certainly it has no bearing on the cost of money. I think 
perhaps we have in the country possibly about 7 men that do have 
some bearing on the cost of money and in their pales. 

Unfortunately, the action that those men have taken has seriously 
reflected back to the cost of money in the production credit associa- 
tions. 

Senator Hortianp. Are you speaking of the rediscount ? 

Mr. Lacy. The rediscount rate. 

Senator Hottanp. Of the Federal Reserve Board ? 

Mr. Lacy. Yes. 

That cost of money is certainly bad for agriculture, It is bad 
for the production credit associations, and it is terrible for me. 

That cost of money may be helping industry and business, but it is 
hurting agriculture. Perhaps industry and business is inflated, but 
agriculture is deflated. And whenever they increase that discount 
rate, why, the further it deflates agriculture. 

Senator Hottanp. What would you suggest that might remedy that 
situation ? 

You see, when it comes to borrowing money, all types of business 
are in competition with each other. 

Mr. Lacy. I think, sir, if they would curb this installment buying, 
make the terms shorter, the downpay ment larger, I think it would do 
far more good than increasing the discount rate. I think people 
generally who have money, have just gotten out of hand in this coun- 
try. They do not pay any attention to what the money costs them, 
just so long as they can buy the articles they want. 

Senator Hotianp. Of course, I do not know what caused the change 
in position, but you remember that the Federal Reserve Board did 
have quite a break on installment buying, within the past 2 or 3 years, 
something like that. 

Mr. Lacy. Yes, sir. 

Senator Hotizanp. And you have heard about the hordes of locusts 
in the Bible? 

Mr. Lacy. Yes, sir. 

Senator Hotianp. That is the wey the people who indulge in in- 
stallment buying descended on the Federal Reserve Board. And, of 
course, there was an immediate resumption in buying on a very heavy 
scale as the restrictions were removed in various steps. I imagine that 
the Board has a hard job trying to adjust itself back and forwards so 
as not to have either inflation or deflation, but they try to keep us in 
a sound position, sort of in the middle ground. The trouble is—and 
there may be many other troubles that I do not know about—that 
businesses are not in the same situation, And agriculture does not 
happen to be creditwise in anything like as good a situation as most 
manufacturing businesses. 

Mr. Lacy. In other words, we are in the minority group now. 

Senator Hottanp. Of most of the trading businesses. 

Mr. Lacy. I think that is pretty well recognized now. 

Senator Hotianp. Perhaps it is that. 

You may proceed. 

Mr. Lacy. I would like to make one further statement, and then I 


am through. 
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I think if this hearing runs true to form, sir, I believe you will have 
testimony before your committee by men and by a man who will re- 
write this bill in one night, when they have never had too much ex- 
perience with production credit and farm credit, when these men that 
are presenting this bill have lived with production credit and farm 
credit for the past 20 years. 

I believe that completes my statement here. 

Senator HoLuanp. Well, now; just a moment on that. 

I have sat on this committee when we took action to get away from 
public ownership of land banks, and then later, the banks of the co- 
operatives. And now I am sitting here looking into this particular 
last group, you might say. I have not sensed any smaller group than 
the whole Congress. 

Mr. Lacy. I was not speaking about Congress, either House of 
Congress, I was speaking about men who would testify before this 
committee. 

Senator Hontianp. Well, undoubtedly we will hear all points of 
view. Some of them are quite contradictory of the position that you 
have taken, but that has been true with reference to each of the bills. 
And we have come out with a pretty sound handling of each of them. 

Mr. Lacy. lL appreciate that, sir. 

Senator Hotianp. I hope that we will do that well with this. 

Mr. Lacy. Those people, certainly, have a right to have their views; 
I understand that. But I was just trying to clarify my point, that 
this bill is not an overnight dream. 

Senator Hotianp. I know that full well. I know the people in our 
State have been working on it very diligently for a long while. 

I hope that we can work out something. 

Weare very glad to have had you here. 

Mr. Lacy. Thank you very much for the opportunity to appear. 

Senator Hottanp. The next gentleman that we will hear from is 
Mr. Wayne Thomson. 


STATEMENT OF WAYNE THOMSON, PRESIDENT, JENNINGS 
PRODUCTION CREDIT ASSOCIATION, JENNINGS, LA. 


Mr. Tuomson. Mr. Chairman, my name is Wayne Thomson, and 
this is our secretary, Mr. Theriot. 

I am one of the organizing stockholders and one of the organizing 
directors. I have been a director of the association for 23 years, during 
which time I have seen the system develop into a network of almost all 
completely farmer-owned credit agencies. 

My association believes that the immediate consolidation of the 
production credit corporation and the Federal intermediate credit 


bank, in each district, will best serve the interest of our system for the 
following reasons: 


PRODUCTION CREDIT CORPORATIONS HAVE SERVED THEIR PURPOSE 


The production credit system was authorized by Congress in 1933, 
at which time, the production credit corporations 1 in each of 12 
farm credit districts, were created for the purpose of organizing, 
capitalizing and supervising pro“ uction credit associations. 
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We are grateful to this Congress for having created our system. We 
are equally grateful to the taxpayers and to the public who have ab- 
sorbed the cost of maintaining these corporations. 

We are pleased to report that a wonderful job was done in the organ- 
ization of our associations. The capital that was loaned to us by the 
Government, through the production credit corporations, has almost 
all been returned. It is apparent then that two of the main objectives 
of the production credit corporations, namely, organization and 
capitalization, have been fulfilled, leaving only the task of supervision. 
It is reasonable to assume that the manpower requirements of the 
corporations with two-thirds of their functions removed, should be 
substantially reduced. 


PCA’S ARE ORGANIZED IN DEPTH AND REQUIRE A MINIMUM OF SUPERVISION 


Each production credit association is under the direction of a 
board of at least 5 members elected for staggered terms, thus insuring 
that the majority of the members on each board will at all times have 
served at least 1 term. Furthermore, each association has a manager, 
an assistant manager, and usually a treasurer. This assures trained 
personnel to assume managerial responsibility in event of necessity. 
With this type of organization and with 23 years of experience, we feel 
confident that only a minimum amount of supervision is required. 


MANPOWER REQUIREMENTS DO NOT WARRANT A CORPORATE ENTITY 


It is also a known fact, in our district, that the Federal intermediate 
credit bank and the production credit corporation are duplicating 
themselves in the supervision of the production credit associations, 
since approximately one-half of the manpower in the corporation is 
used to supervise the extension of credit, for which the final respon- 
sibility rests in the Federal intermediate credit bank. 

Should this duplication be removed, the manpower requirements of 
the production credit corporation would be reduced to such an extent 
that the Production Credit Corporation of New Orleans could no 
longer justify its existence as a corporate entity and even less justify 
the continued investment of $214 million of Government capital. 

Furthermore, the duplication in the supervision by our Federal 
intermediate credit bank and our production credit corporation has 
made it difficult for the association to satisfy both. Our association 
has therefore concluded that it would be to the best interest of our 
stockholders and the taxpayers for these two institutions to be merged. 


MERGER WILL NOT DISTURB FARM CREDIT 


There are some who hesitate to disturb our present arrangement 
for fear of its effect on farm credit. May I hasten to remind you, 
gentlemen, that the production credit corporation and the Federal 
intermediate credit bank in each district are now under the guidance 
of a common board of directors and this same board of directors will 
direct the merged institutions. 

Isn’t it reasonable to assume, therefore, that the welfare of the 
associations will be as equally well entrusted in this board when the 
two corporations have been merged? ‘This proposed consolidation 
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does not entail a complete reorganization of our system. The only 
immediate change will be that both corporations now existing sepa- 


rately under the direction of a common board, will merge under one 
roof under the directorship of this common board. 


MANPOWER DISPLACEMENT WILL BE GRADUAL 


It has already been established that there will be a very gradual 
displacement of manpower and that the retrenchment and the econ- 
omiles that we have envisioned will not be fully attained until probably 
4or5 years, This is as it should be, but a merger must be accomplished 
first in order to permit a study of the manpower requirements of the 
merged institution. 

Frankly, the merger itself will eliminate the following positions, 
in each of 12 districts, namely, 1 presidency, 1 credit department, and 
1 staff of accountants. It is evidence that further changes will be 
gradual; therefore, to delay the effective date of this act, as suggested 
by some, would only be procrastinating. We therefore believe that 
the merger should be accomplished January 1, 1957, so that manpower 
studies can be instituted to accomplish a reduction in the cost of 
agricultural credit. 


MERGER WILL STRENGTHEN OUR SYSTEM AND INCREASE FARMER 
PARTICIPATION 


We are confident that there will emerge with the enactment of this 
legislation a much stronger and much more economical farm credit 
system. ‘There will exist a national system of production credit 


associations owning 12 banks of discount, each of which will be di- 
rected by a district board, under an arrangement very much similar 
in every respect to the relationship that exists in the Federal Reserve 
Sy stem. 

The 12 Federal intermediate credit banks, commonly known as 
banks of discount, will be strengthened by the acquisition of approxi- 
mately $39 million in additional capital which is now lying dormant 
as capital and surplus in the 12 production credit corporations. 

For example, there is approximately $3,423,721.08 of capital and 
surplus in the Production Credit Cor poration of New Orleans, which 
will permit, after the merger, the extension of additional credit in 
our district in an amount approximately equal to 10 times this figure. 

The merger will enable associations and their bank of discount to 
solve their credit problems by direct negotiations with association 
officials, who are naturally more familiar with their own problems 
than are the officials of the production credit corporation who have 
handled it heretofore. This should result in a more flexible system, 
thus enabling each association to formulate lending policies that will 
meet the needs of its loc vality. 

We are here to assist in the enactment of proper legislation for 
our system of production credit associations and to show our ap- 
preciation to this Congress and to the public by supporting legisla- 
tion that will relieve them of this financial burden. We want to sug- 
gest. that provisions be made whereby the extent of this burden can 
ultimately be reduced through streamlining, for the benefit of the 
farmer-owned associations who will buy the merged institutions. 
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We believe that the legislation introduced by the Federal Farm 
Credit Board embodies the suggestions that we have made and we are 
therefore pleased to support it without reservation. 

We thank you for the privilege of having . before you. 

Senator Hottanp. Thank you very much, sir. I do not believe I 
have any questions. That seems to be an all-out endorsement of the 
program. 

Mr. Tomson. Thank you, sir. 

Senator Hottanp. The next gentleman that I see listed here is Mr. 
L. D. Campbell. 

Mr. Campse... I represent nine of the OFI’s of Texas.* Mr. Sart- 
welle is here with me. We would like, if it could be arranged, to 
defer our hearing until tomorrow. Some of our group is not here. 
They will be here tomorrow. If it can be arranged, as I say, we cer- 
tainly will appreciate that. 

Senator Hottanp. Very well. 

How about you, Mr. Watkins Johnston ? 

Mr. Jounston. Mr. Chairman, I was just talking with Governor 
Tootell. There are 2 or 3 matters that I would normally like to 
talk with your committee about. He has permitted me to talk with 
him. I might be able to save myself and the committee some time, 
if I might do that. 

Senator Hotitanp. Very well. 

That means that we have carried over until tomorrow Mr. Watkins 
Johnston, who may not wish to appear; Mr. Campbell, and Mr. 
Sartwelle will probably both want to appear; Mr. Davis, who is not 
here at present ; and Mr. Crouch, who is not here at present. 

We have already scheduled for tomorrow 12 witnesses, so that 
apparently we have heard 12 witnesses today and will have 17 
witnesses tomorrow, instead of having heard 17 witnesses today and 
having 12 witnesses for tomorrow. 

Mr. Campretzt. Mr. Chairman, I will be glad to go ahead in the in- 
terest of saving time, if you desire. 

Senator Hontianp. That will be very well. That is very cooperative 
on your part, and we will hear from you now. 


STATEMENT OF L. D. CAMPBELL, SECRETARY, OTHER FINANCING 
INSTITUTIONS COMMITTEE OF TEXAS, HOUSTON, TEX. 


Mr. Camrsett. Chairman Holland, my name is L. D. Campbell, of 
Houston, Tex. I represent the nine Other Financing Institutions of 
Texas. Also, for the record, I am an officer and director and one of 
the individual OFT’s known as the Houston Agricultural Credit Corp 

Without too much detail, I would like to mention in the beginning, 
and without boasting, that I have been in the credit field for the past 
30 vears, that is, the farm credit field, if you please. 

I have a prepared statement here that I would present, but, if it is 
lag tension, I will digress from that and add a few oral comments. 

Senator Hottanp. First, I notice that you have attached to your 
st atement a list of the nine OFT’s in Texas. 

Mr. Camppety. Yes, sir. 

Senator Hotianp. Do I understand that you represent them all? 

Mr. CamrseLL. Yes; [represent them all. 
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Senator Hottanp. Without objection, then, I will have that list 
copied into the record at this point. 

Mr. Campseu. Fine. 

( The list is as follows :) 

Agricultural Livestock Finance Corp., 1102 Burk Burnett Building, Fort 

Worth 2, Tex. 

Commercial Cattle Loan Co., 306 Travis Building, San Antonio 5, Tex. 

Del Rio Wool & Mohair Co., Del Rio, Tex. 

Houston Agricultural Credit Corp., 908 Milam Building, Houston, Tex. 

National Finance Credit Corporation of Texas, 119 East Exchange Ave., Fort 

Worth 6, Tex. 

Producers Loan Co., Childress, Tex. 
Producers Wool & Mohair Co., Del Rio, Tex. 
San Antonio Agricultural Credit Corp., National Bank of Commerce Building, 

San Antonio 5, Tex. 

Wool Growers Central Storage Co., San Angelo, Tex. 

Senator Hottanp. You may proceed. 

Mr. Campseti. The nine OFT’s of Texas are greatly interested in 
this pending legislation. In fact, they feel like they have a lot at 
stake. Eight of these nine OFT’s have discounted loans with the Fed- 
eral Intermediate Bank of Houston for the past 27 years; 2 of them 
have discounted their loans sinee 1923 

The company with which I am connected, the Houston Agricultural 
Credit Corp., was the first organization of this kind to use the facilities 
of the Intermediate Credit Bank of Houston. I believe the Inter- 
mediate Credit Bank of Houston was organized under the Farm Credit 
Act of 1923, in March of that year. Our company got the first loan in 
about the Ist of September. It has operated continuously for the 
past 33 years, right on through the depression. 

Referring again to our individual company, we have about 1,000 
stockholders who own all of the capital stock of our organization. 
They are farmers and ranchers up and down the gulf coast. 

They vote and elect the directors of our company. 

Mr. Sartwell, over here is one of the original directors and also a 
borrower. 

They are substantial livestock men, substantial dairymen, substan- 
tial rice farmers. We even have a few cotton farmers that we finance. 

We finance men who borrow $1,000 and we finance men who borrow 
$200,000. We are there serving agriculture and not just to make a 
profit. 

I will say the same thing goes with most of the old line companies 
that I know anything about. They are there to serve agriculture. 
Certainly they must make a profit, because without a profit they would 
not be sound. But, in turn, the profits usually stay in the company, 
or are declared in dividends that are owned by the farmers and the 
ranchers. 

Our company has paid dividends on our stock to our borrowers con- 
tinuously since 1937. We have paid a stock dividend, even during 
the few years of the depression, when there was no money. The re- 
mainder of our capital, the total capital of over $1 million is intact. 
It belongs to our farmers and ranchers, and that is true of a number 
of the OFT’s in our State. 

Senator Horzanp. You do not mean that you are a cooperative ? 

Mr. CampseLt. We are cooperative in principle; yes, sir. Not all 
of the OFT’s are cooperative, but our organization is, Senator Holland. 
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We were organized, based on the Federal land bank principle of 
stock ownership. 

Senator Hotianp. By a very minor reincorporation, you, of course, 
would be eligible to go ahead under this new law, would you not? 

Mr. Campsetn. Well, I would certainly think so. 

I worked for the production credit corporation from 1939 to 1952. I 
compared the two, and they are very much alike, production credit 
and the company I am with. 

Senator Hottanp. You would have the right to reincorporate as an 
association, if all of your stockholders are farmers and ranchers. 

Mr. CAMPBELL. Yes. 

The trouble with that, Senator Holland, under the present Farm 
Credit Act all of the territory over the United States has been al- 
located to some PCA. Every county in the State is incorporated in 
some production credit association. So there would be no room for 
the OF T’s to join the PCA’s. 

Senator Hotzanp. Allright,sir. Proceed. 

Mr. Camesett. Thank you. 

In the beginning, in 1934, I was employed with the Federal Inter- 
mediate Credit Bank of Houston as a credit examiner. And then 
later I became connected with the Production Credit Corporation, 
where I worked for a number of years. 

[am now employed with my previously mentioned firm, and have 
been so for the past 4 years. 

The OFT’s of Texas, of which I am sec retary, have no fight to pick 
with the production credit associations. And in my experience, on 
both sides of the fence, I have found that there was and still exists 
much cooperation, for the most part, between the OFI’s and the 
PCA’s. 

Senator Hotianp. Are your OFT’s books and operations subject to 
audit and investigation by the officials of the Farm Credit Corpora- 
tion ? 

Mr. Camrsety. Yes, sir; the OFI’s are examined by the examiners 
of the Federal intermediate credit banks each year. Every one must 
have an examination made. That examination consists of a capital 
structure examination, looking into their capital, their assets and 
liabilities, a checking of their stock requirements; and then they make 
an examination of each loan, classify each loan as to whether good, 
bad, or doubtful. 

Senator Horianp. You do not have any top limit of lending, such as 
applies in the other case, do you? 

Mr. Camrsett. We are subject to the same regulations as most 
PCA’s are, that is, we can lend 10 to 1 of our ec: pital. That is the 
law—10 to 1 is the amount of our capital that we can lend. 

Senator Hotuanp. Is there any limitation as to the amount of any 
loan to one borrower ? 

Mr. Camprety. No, sir. There is no definite limitation. I am not 
quite sure but I believe there is a law that if we lend any one person 
50 percent of our capital stock, it requires the approval of the Farm 
Credit. I may be wrong on that, but I think that is correct. 

Mr. Mires. That is correct. 

On livestock loans, on other agricultural loans, it is 20 percent. 

Mr. Carnet. Thad forgotten exactly the figures. 
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Mr. Mirxs. That is the regulation. 

Senator Hotianp. All right, sir. 

Do you wish your statement placed in toto in the record. 

Mr. Camrsett. I do wish that. 

Senator Hotianp. Do you wish to discuss any part of it, in partic- 
ular ¢ 

Mr. Campsetu. Yes, sir; I would. 

Senator Hottanp. The statement will be placed in the record at this 
point. 


(The prepared statement of Mr. Campbell is as follows:) 


There are nine privately and cooperatively owned agricultural financing in- 
stitutions in Texas which discount their loans with the Federal Intermediate 
Credit Bank of Houston. These are in addition to the production credit associa- 
tions operating in the district. These loan companies are referred to as the 
“other financing institutions,” or OFI’s. We are naturally vitally interested in 
any legislation affecting the Federal intermediate credit banks which afford us 
our source of money. We respectfully present this petition urging that H. R. 
10285, S. 3550 and the other pending bills be amended to allow the other financing 
institutions to participate in the purchase and ownership of the Federal inter- 
mediate credit banks on an equal basis with the production credit associations. 

Since the beginning of movements throughout the country to change the status 
of the Federal intermediate credit banks we have been opposed to any legislation 
which would remove these banks from Federal supervision and control. It has 
been our feeling that as long as the fundamental laws under which the Federal 
intermediate credit banks operate remain constant, we had a substantial degree 
of protection against the possibility of losing these banks as a dependable source 
of discount. Nevertheless, we feel that if the banks shall ultimately become 
privately owned by the corporations having discount privileges with them, we 
would not be opposed to legislation in that direction if we are afforded equality 
of treatment with the production credit associations. Thus far, the bills which 
have been introduced do not afford us this equality of treatment in that we will 
not have the right to purchase capital stock of the Federal intermediate credit 
banks; we will not have the right of emergency participation in the revolving 
fund, nor will we have a vote in the election of members of the District Farm 
Credit Boards. These are ail vital elements and should not be accorded to just 
one segment of the patrons of the banks. We do not feel that the ownership of 
the Federal intermediate credit banks should be limited to any segment of its 
patrons. To do so would certainly place the other users of the banks in an 
unequal position. 

We would like to present a few facts in support of our position and in justifi- 
cation of the reasons why there should be no discrimination between our institu- 
tions and the production credit associations. As of March 31, 1956, the 9 other 
financing institutions of Texas had a combined capital and surplus of $5,480,648 
and had loans totaling approximately $20 million discounted with the Federal 
Intermediate Credit Bank of Houston. This amounts to about 22 percent of the 
total outstanding lo.ns of that bank. We do not have the figures available for 
the other financing institutions in other sections of the country, but we are 
reliably informed that the OFI’s in the 12th Farm Credit District at Spokane, 
Wash. (including the States of Washington, Oregon, Montana, Idaho and Alaska) 
account for 35 to 40 percent of the Federal Intermediate Credit Bank’s annual 
volume of loans in that district. We also understand the OFI’s have a sub- 
stantial volume of loans discounted with the Federal Intermediate Credit Bank 
of Berkeley, Calif. 

Hight of the 9 financing institutions for which we are speaking have been dis- 
counting with the Federal Intermediate Credit Bank of Houston for more than 
27 years, and 2 of these institutions have been discounting with that Bank since 
it was organized in 1923. The other financing institutions all over the country 
were, for the most part, organized and served agriculture for 8 to 10 years prior 
to the organization of the Production Credit System (Farm Credit Act of 1933), 
and have contributed in a proportionately large measure to the $52,566,642 (as 
of December 31, 1955), of accumulated surplus, reserves, and undivided profits of - 
the 12 Federal intermediate credit banks. 

The institutions for which I speak have a history of successful operations and 
continued growth of many years, serving the agricultural needs of their patrons 
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in good times and bad. They have eloquently demonstrated their worth to the 
farmers and ranchmen who have availed themselves of their services, and have 
earned a place of permanence in the Farm Credit System which should be equal 
in all respects with that of the production credit associations. We therefore feel 
that we are entitled to equality of treatment under the pending legislation and 
urge that H. R. 10285, S. 3550 and any other bills of a similar nature be 
amended in the following respects: 

1. To enable the other financing institutions to purchase the capital stock of 
the Federal intermediate credit banks on the same basis as the production credit 
associations. Control goes with ownership and we certainly feel that we should 
be allowed to share in the purchase of the banks, particularly since the other 
financing institutions have played an important part in the growth of the banks 
over the years. In addition, participation by the other financing institutions in 
the purcase of the bank’s capital stock would spread the burden and enable 
the Government capital to be retired at a faster rate. 

2. To enable the other financing institutions to vote for the two directors of 
the district Federal intermediate credit banks on the same basis as the pro- 
duction credit associations. This can be accomplished by allowing the 2 such 
directors to be elected by the stockholders of the bank on the basis of 1 vote for 
each share of the capital stock of the Federal intermediate credit banks of the 
district owned by each such stockholder, instead of the method of election now 
provided by law. 

To permit the use of the revolving fund by the Governor of the Farm Credit 
Administration to subscribe to the capital stock of the OFI’s discounting with 
the Federal intermediate credit banks in times of stress or emergency, on the 
same basis as he is now permitted to subscribe to the capital stock of the pro- 
duction credit associations, and under regulations promulgated by him. 

It is our feeling that by reason of the important position held by the other 
financing institutions in the agricultural lending field and the marked contri- 
butions made by them during the past 33 years in the establishment, development, 
and successful operation of the Federal intermediate credit banks, we should 
have nothing more or less than equality of treatment with the production credit 
associations. 

Senator Hottanp. You may proceed. 

Mr. Campsett. About this earnings proposition: The OFI’s, as 
you know, use the services of the credit bank, and from 1923 to 1933, 
the credit bank accumulated a nice surplus of earnings amounting to 
something over $730,000. This was made during a per iod of time when 
the OFT’s were loosely organized. 

When the credit banks were created in 1923 there was no Govern- 
ment help in any way in organizing the OFI’s. They were not even 
publicized. They, the OFT’s struggled along during 10 hard years, 
and even into the depression years, which were very trying. 

I believe Governor Tootell has testified that there were some 1,200 
OFT’s organized, and most of them have passed by the wayside. There 
are several angles to that situation. 

Among those 1,200 OFI’s were a number of temporary livestock 
and crop loan organizations that were set up to meet an emergency 

caused by the depression. 

For instance, during the depression I lived in a small town in west 
Texas. Our county organized what we called the Dickens County 
Agricultural Credit Corp. It was organized by the local banks, by 
the mercantile firm with which I was connected as a credit man, and 
some of the merchants, to bail out, to unloosen frozen credit in that 
territory because of drought and because of depression prices. 

That organization lasted about 4 years. They used the facilities of 
the credit bank. 

After the crisis was over, they paid off their stockholders with a 
dividend and ceased business. 
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That was multiplied by hundreds of times all over Texas, I know, 
and, I am sure, all over the United States. 

Senator Hotzanp. Did they borrow from the intermediate credit 
banks ? 

Mr. CAMPBELL. It was set up for that purpose, to borrow from them. 
The banks were there and they heard about it. Somebody told them 
about the credit bank at Houston. So they organized just for that 
purpose, to tap that source of money. 

Later on, of course, the PCA’s came into being, and they have done 
a fine job. Certainly we are not here to take any credit away from the 
production credit system. There is a place, a wonderful place, for 
the PSA’s. 

We think also there is a gap and a need for the OFI’s, because alto- 
gether, we have one purpose—to serve agriculture. 

We cannot agree with Governor Tootell’s statement fully that the 
PCA’s have had an umbrella over the OFT’s from 1933 to the present 
time. 

The OFT’s have attempted to do their part. I believe they have 
done a better job since 1953 than they did from 1923 to 1933. 

In the reverse, however, between 1923 and 1934, the OF I’s kept the 
credit banks alive and paved the way, more or less, for the PCA’s to 
come in. 

Certainly we offer no objection to the PCA’s to come in and lend 
money anywhere they want to. We needed help. And in 1933, when 
the farm credit bill was enacted, the production credit corporations 
were organized, and they went over the country with $120 million and 
said, “Let us organizea PCA. We willhelp you doit.” They offered 
no objection to that. 

But in the previous 10 years, the OFI’s did not have that help in 
any way whatever. 

During this period from 1923 to 1933 the FICB, the intermediate 
credit bank of Houston, accumulated reserves, paid-in reserves, of 
$730,000. That was after paying each year 25 percent franchise taxes 
to the Government for the use of that money. And since then, as the 
Governor has testified, there has been about 20 percent of the surplus 
and reserves in the credit banks accumulated from the patronage of 
the OFI’s. That figures, I believe, roughly around $10,500,000, which 
the OFI’s, of course, have contributed to the Federal intermediate 
credit bank system. 

The OFT’s do not want Government help. The OFT’s are well 
pleased with the intermediate credit bank system. We do not want 
to disturb it. 

Our position all along has been that we would like to see the credit 
banks continued as a place of discount for all, but if it must be changed, 
then we are asking for only a human right of coming in on an equal 
basis with the production credit associations, to help buy the home we 
helped establish 10 years before the PCA’s were organized. 

We are asking for three things principally: First, we are asking 
for the right to purchase stock in the intermediate credit banks on the 
same basis as the PCA’s. Then we are asking for the right to vote, the 
right of franchise, that good old American principle that we have_all 
learned to love, the right to cast our vote. Certainly, we will be in 
the minority, but by casting our vote for the directors, the two di- 
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rectors that will be on the Board, we feel that we will have some repre- 
sentation. We realize our vote will not swing the thing or cause any- 
thing to be changed, but yet we will have some representation. 

And we all know that control goes with ownership. 

The third thing we are asking is to participate in the revolving fund, 
to allow the Governor in times of stress to put some money, if necessary, 
in the OFI’s, or to buy stock in the OF T’s, in ease of emergency. That 
is the privilege that the OFI’s, of course, have never enjoyed, and the 
OFT’s have not asked for it, and I think the OFI’s would be willing, 
even now, to forego partic mee in the revolving fund if they were 
given the right to buy stock and to vote because, after all, this 
$10,500,000 in the capital of the credit bank is doing a wonderful job 
and will do good for years to come. We could leave it there, for 
posterity to use. 

I could go on and talk a long time. I will cut this brief, however. 

I will say this: Someone said that the PCA’s are not receiving 
special treatment over the OFI’s. Now, there is one thing I would 
like to bring out.. 

Under the present system, both the PCA’s and the OFI’s pledge 
their bonds—Government bonds—with the credit bank as security be- 
hind their line of credit. That is customary; that is the requirement. 

For instance, our organization, our loan company, has $541,000 in 
Government bonds. That is pledged with the intermediate credit 
bank at Houston. But if we need some money to operate in our local 
funds, to tide us over—maybe sometime we will have a few loans the 
credit bank will not accept—we cannot borrow against those bonds, 
although they are pledged with the credit bank. 

Since the beginning, the PCA’s have borrowed direct from the credit 
banks on their bonds, and they did not need to go outside and borrow 
funds. They could borrow from the credit bank up to 100 percent 
of their bonds, pledged with the bank, As example, a PCA had bonds 
totaling $500,000, they could prepare a note, signed by the president 
and the sec retary , sent it to the credit bank and get a check back for the 
$500,000 and carry the loans in the funds that the bank would not 
take. By the same token, we would have to go on the outside and 
borrow a little money once in a while to carry some loans the bank 
would not accept because we could not borrow against our bonds. 
There is a little discrimination there already. 

But all in all, we have no fight to pick with the PCA’s. We like 
them. There isa place for us all. 

With that, I want to thank you for the time you have given me. 

Senator Honnanp. Of ¢ ourse, your business is more selective than is 
that of the PCA’s, is it not? You do not have to serve anyone who 
comes in. 

If the size or the location or the reputation for doing business, or 
anything like that, or if any detail of the applicant’s record fails to 
impress you, you do not have to do business with that particular 
applicant, do you? 

Mr. Campsetn. That is right. And I believe the PCA’s operate 
the same way. They have to go only on credit principles. I am sure 
they turn down—in fact, I know they do, because I worked for them 
for years; they turn dow n—loans on the same basis that we turn them 
down; absolutel y on the same basis. 
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Senator Hortxanp. I remember last year we had the number, for 
instance, that were shown to have been served by the OFT’s, or some 
of them. The number served was much smaller, and the average 
amount of loan much larger than was the case with the PCA’s. 

Mr. Camrsett. That is correct. 

Senator Hotitanp. They had some showing from a Texas concern 
and one from a concern that was lending out in the Nevada-California 
area. 

Mr. Campsetyt. That is true. A lot of the OFT’s, serve principally 
in the livestock country. Two-thirds of ours serve in the country where 
they have principally large loans, and they become specialists in the 
handling of large loans. For instance, in our case, however, we are on 
the gulf coast. We handle all types of loans. 

Senator Hottanp. Now, what about the rate of interest charge? 

Mr. Camppett. The interest is the same as the PCA’s. 

For your information, anyone who discounts loans with the inter- 
mediate credit banks, PCA’s or OFI’s, must submit a statement on 
zach loan, saying they have not charged the borrower more than 
4 percent above the cost of money. That confines it to a somewhat 
narrow field. 

‘There are variations. Some charge 5, some charge 514, some charge 
6. 

Most OF I’s charge from 5 to 6 percent. We charge 6 percent; that 
is, at the present time. There is a variation even among the PCA’s. 

I know those large loans in west Texas charge 5 percent, and the 
ones in east Texas charge 6 percent, and perhaps more in some cases. 

Senator Honzianp. I see the 3 points you are pressing for, and I 
understand the first 2 pretty well, but the third one, it seems to me, 
goes considerably afield. 

You would permit the Governor of the Farm Credit Administra- 
tion to use the revolving fund to subscribe to the capital stock of the 
OFT’s discounting with the Federal intermediate credit bank in 
times of stress or emergency on the same basis as he is now— 
permitted to subscribe to the capital stock of the production credit association, 
and under regulations promulgated by him. 

Do you mean that the OFT’s should be entitled to have the same 
proportionate amount of new capital available in times of stress or 
emergency as is the case with the PCA’s, which are part of the Farm 
Credit Administration ? 

Mr. Campse... Here is the thinking on that, Senator Holland. The 
OFT’s thought quite a bit about that No. 3. And they kept think- 
ing about that accumulated reserve surplus the past 33 years; not 
wanting it, but wanting it to be in some fund. 

We could not think of any other way whereby we might have some- 
thing available in case of a long drought or lower prices because, 
goodness knows, we are in low prices now. 

Another angle is this: Some of the money that is now in the re- 
volving fund is Government money. We know that. The production 
corporation reserves that they have earned are direct Government 
money. For instance, when the production credit corporations were 
organized the $120 million was taken to the country. For instance, 
the corporation in Houston, where I worked, kept $9 million of that 
money. They passed, I believe, $6 million of it to the country. They 
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kept $3 million in the Houston office, and invested that $3 million in 
Government bonds. The interest from the Government bonds was used 
for expenses to the tune of about $120,000 a year. 

And then, in turn, some of the bonds began to goup. And that corpo- 
ration—I am sure others as well over the United States—made a very 
nice profit on Government bonds, which went back into the surplus. 

lhat all originally came from Government money. That is not our 
fundamental reason why we think we are entitled to the revolving fund, 
but that enters into it. 

Senator Hotitanp. How does that enter into it ? 

Mr. Camppett. Because it is still Government money. We feel, since 
we are serving agriculture, and by reason of having contributed our 
part to the credit bank reserves, and the Government money being 
available over here, that we should have some right to tide us over on 
capital which we have not had in times of stress and need to better 
serve agriculture. 

Senator Hottanp. You still would not be part of the farm credit 
corporation. You would make some loans that you finance through 
the Farm Credit Administration and other loans which you would not 
finance in that manner. You would be a private enterprise. 

Mr. Camppe. Yes, sir. 

Senator Hotianp. Except for the fact that you would have the right 
to rediscount that portion of your business which the intermediate 
credit bank is willing to take—to rediscount that part through them. 

Mr. Camppeti. Let me say this, Senator Holland: I believe that 
OFT’s, for the most part, would be willing to assume the burdens and 
responsibilities if allowed to participate in the system as a whole along 
with the PCA’s. 

Senator Hottanp. Do you mean you would be willing to have a di- 
rectorate made up of representatives as the PCA does—representatives 
of various groupings—that you would be willing to have your busi- 
ness confined to loans which you would rediscount with the intermedi- 
ate credit bank—that you would be willing to transact your business 
solely and exclusively with the Farm Credit Administration ? 

Mr. Campse.t. I think we come under most of those requirements 
now. We do very little discounting of loans, that is, our group, on the 
outside. We have one company that occasionally will discount a loan 
with a bank, but it is only for a short term. But I think all of the 
OFT’s—and I have examined every one of them when I worked for the 
credit bank—use the credit bank solely as the discount bank, and if 
they cannot get their loans discounted there, they do not discount them 
anywhere else. 

Senator Hottanp. You could move a certain amount of loans in your 
own hands which you do not have to rediscount. 

Mr. Campseti. The PCA’s do the same thing. They borrow this 
money I was speaking about a while ago on the bonds, and they carry 
that loan in their own loan fund. The OFT’s do the same thing. 

Senator Hotianp. The people who do business with you, do they 
acquire any portion of your business? 

Mr. Campretyi. They purchase our stock in our particular company. 
And they get the dividends. 

Senator Hotianp. That is a cooperative. That is not true with 
most of the OFT’s; is it? 
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Mr. Camps. I can say this is true for three of our largest organ- 
izations. They are somewhat on that basis. 

Senator Hotianp. Is that under the State law ? 

Mr. Campsetu. Yes, sir; we are under a State charter. 

Senator Hotianp. That is, of course, a different thing from being 
incorporated as part of the Farm Credit Administration. 

Mr. Camppett. That is correct. That is the way they were or- 
ganized in the beginning. The original charter of the Farm Credit 
Act of 1923 provided that the banks were to take care of agriculture 
on a broad basis. There was no select group. It stated any agricul- 
tural corporation, or any other agricultural lending agency, meeting 
their requirements were entitled to use the bank’s services. " And they 
were pretty rigid. That is the reason the commercial banks would not 
take advantage of the credit banks all of these years. Most banks were 
not willing to say, “We have not charged this borrower more than 
+ percent above the cost of this money.” 

Senator Hottanp. Do you rediscount any of your paper with com- 
mercial banks? 

Mr. Campseu. No, sir. One company in our nine does that oc- 
casionally. I think that requirement could easily be met by most 
of the OFI’s. I am not positive on that, but I am pretty sure that 
most of them could qualify under that. 

Senator Horianp. The question is whether it is desirable to do 
that. Certainly I have no intention to exclude farm credit as to 
public credit. 

Mr. Campsett. I think if the OFT’s could borrow on their bonds 
that they have pledged with the credit bank, a direct loan the same 
way as the PCA’s, they would not need to borrow on the outside. 

Senator Hotnanp. All right, sir; thank you. 

Mr. Campsetz.. Thank you. 

Senator Honianp. I believe that takes care of the witnesses whom 
we have here this evening. Oh, you desired to be heard. Come for- 
ward. 


STATEMENT OF BARNEY SMITH, PRESIDENT, NASHVILLE 
PRODUCTION CREDIT ASSOCIATION, NASHVILLE, ARK. 


Mr. Smrru. Mr. Chairman, we will not take but very little of your 
time. We are all from Arkansas. 

Senator Horianp. Which one will lead off? 

Mr. Siri. I will. I am representing the Nashville Production 
Credit Association. We have a membership of about 1200. I am 
the president. 

We are a very small organization. Instead of talking in terms 
of millions I am going to talk in terms of hundreds of dollars. 

Senator Hotzianp. I can understand that quite well. 

Mr. Smiru. We are very fortunate to have the PCA. We appreciate 
them very much. 

Our volume of business is anywhere from $800,900 to $1 million a 
year. 

” We loan money on peaches, cotton, corn, cattle, turkeys, broilers 
and many other small items. It is well diversified. 
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I have been on the district committee for several years. 

I have been president of the National Production Credit Association 
for 20 years. I acted as chairman at the last meeting in Arkansas in 
the first part of April. 

At this meeting we failed to accomplish very much. 

Some 12 months ago all of the associations in Arkansas were against 
consolidation except one. That was Texarkana. 

At this meeting, and from the information I have since this meet- 
ing, we have now 7 that I know of that are in favor of consolidation ; 
5 that I know definitely are against consolidation; and 3 that I do 
not know where they are. 

I personally took the lead in opposing the consolidation, of opposing 
the proposed bill, but since we have studied the bill and gone over it 
and attended these meetings, I have changed my mind. I am quite 
sure the 7 that I referred to are all in favor of the bill. They ao 
expressed themselves to me personally. We think it is a good bill. 
We would like to see it passed. 

We would like to stop the confusion. At our meeting in Little 
Rock we failed to get a vote because it broke up in confusion. We were 
unfortunate, 

We had two or three gentlemen that would not agree to a compro- 
mise. And so we never were able to get a vote. 

Senator Hotutanp. We have 96 of them here in the Senate. 
| Laughter. | 

Mr. Smrru. We do not have any OFT’s down there to contend with. 

Weare getting along pretty good. 

As I said to begin with, we appreciate the production credit associa- 
tions. We appreciate Congress giving us that bill many years ago, 
Had it not been for the production credit associations, I do not know 
what we would have done in Arkansas. 

Senator Hottanp. Now you are for this bill ? 

Mr. Smrru. Now we are for this bill, S. 3564. And we urge you to 
pass it, to submit it and pass it as soon as possible. 

Senator Hotzanp. Thank you very much, Mr. Smith. 

Mr. Smirrn. Thank you. 

Senator Hotutanp. We will now hear from Mr. Young. 


STATEMENT OF M. G. YOUNG, LONOKE PRODUCTION CREDIT 
ASSOCIATION, CARLISLE, ARK. 


Mr. Youne. Mr. Chairman, I just want to make a very brief state- 
ment on production credit. 

I am a director and connected, also, with the farm and some other 
businesses. I know how papestans it is to save. 

Senator Hottanp. Which one of the associations are you with ? 

Mr. Youne. I am with Lonoke Association. We do about $3 mil- 
lion volume. 

The reason I am for the bill is simply because we feel like the bill 
is one that means that we need to save every dime we can. We are 
in a price squeeze. 

We have banks. Some people say, “If you have banks, then they 
san do the function. Why not let them have it?” 
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But the problem is that they take the good loans, and the farm 
credit that needs to be served out in our part of the country is not 
serviced. So we have to take some of all. 

We know we are in a competitive position. We have to pay interest. 

We think this bill is a good bill and because it will save money. 
That is what we need to do. 

We are getting 514 and paying a pretty high rate of interest. So 
we are in a kind of price squeeze. It is hard for us to make money 
on it. If we can cut off one-eighth of 1 percent or one-quarter or any 
amount that we can cut off the operating cost, we think it is good 
business to do it. Weare for the bill. 

Senator Hottanp. You want to reduce expenses. You want to re- 
tain a service that takes care of farmers who are average credit risks. 

Mr. Youne. Bad and indifferent, and so forth. 

Senator Hotianp. From average credit risks to the greatest? 

Mr. Youne. Of our entire community. The only way we can do 
it is through production credit. 

Senator Horzanp. I think that makes sense. I think that is a good 
statement. Thank you. 

Mr. Younes. Thank you. 

Senator Hottanp. We will next hear from you. 


STATEMENT OF J. E. TULL, SECRETARY-TREASURER, LONOKE 
PRODUCTION CREDIT ASSOCIATION, LONOKE, ARK. 


Mr. Turu. Mr. Chairman, my name is J. E. Tull. I am secretary- 
treasurer of the Lonoke Production Credit Association. 

I just want to say I support what Mr. Young and Mr. Smith have 
said. 

We certainly favor this merger of the two institutions. 

Senator Hottanp. You gentlemen, apparently, do not live in the 
same community, but you do belong to the same association, is that it? 

Mr. Smiru. i am in southwest Arkansas and they are in north- 
eastern Arkansas. 

Mr. Youna. That is right, in the rice section. 

Senator Hottanp. Do you have any rice and ducks ? 

Mr. Tutu. We have lots of ducks. 

I would like to ask this: We are badly disturbed about the high 
cost of money. We pay 314 percent interest for our money at the 
Intermediate Credit Bank whereas last year we were paying 134 
percent. 

Since our farmers are in a tight squeeze, it is quite a hardship for 
them. 

Senator Hortanp. You are for the measure as it is presented? 

Mr. Tuuu. Yes, sir. 

Senator Hortanp. Gentlemen, I appreciate your brevity. I think 
that you have made your positions perfectly clear. And I am glad 
that you went on this afternoon. 

Mr. Sorrn. Thank you. 

Mr. Younes. Thank you. 

Mr. Tux. Thank you. 
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Senator Hotianp. Mr, Sartwelle. 

Mr. Sartweiie. To be perfectly frank, I want to leave this up 
to you. I will go on this afternoon if you desire, or tomorrow morn- 
ing. My statement is not short. 

Senator Hotianp. Suppose that we recess, then, until 10 o’clock 
tomorrow morning. 

Mr. Sartwetie. Yes, sir. 

Senator Hotianp. Thank you. 

We will recess then, now, until 10 o’clock in the morning. 

(Whereupon at 5:10 p. m., the committee adjourned to recenvene 
at 10 a. m., Tuesday, April 24, 1956.) 
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TUESDAY, APRIL 24, 1956 


Untrep States SENATE, 
SUBCOMMITTEE ON AGRICULTURAL CREDIT AND 
ELECTRIFICATION OF THE COMMITTEE ON 
AGRICULTURE AND ForEsTRY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:10 a. m., in room 

324, Senate Office Building, Senator Spessard L. Holland, presiding. 

Present: Senators Holland (presiding), Humphrey, Scott, Mundt, 
and Schoeppel. 

Senator Hotianp. The subcommittee will please come to order. 

A great many statements have been submitted for the record, in- 
cluding a few formal statements and a good many wires and letters. 
They will also be inserted in the record at the close of the he: uring. 

Do either of you Senators have anyone that you wish to call first ? 

Senator Scnorrren. So far as I am concerned, following the list is 
0. K. 
Senator Hotianp. First we will hear from Mr. Rappaport. 


STATEMENT OF PERCY RAPPAPORT, ASSISTANT DIRECTOR, 
BUREAU OF THE BUDGET 


Mr. Rappaport. Mr. Chairman and members of the committee, I 
am appearing this morning before your committee in response to a 
telephone request of April 20, 1956, to the Office of the Director of the 
Budget from Mr. Mouser, clerk of the Senate Committee on Agricul- 
ture and Forestry, requesting me to testify with regard to the position 
of the President on the proposed farm-credit legislation on which 
hearings are currently being held by this committee. I appreciate the 
opportunity to come ‘before this committee to present the President’s 
position in this matter. 

In his farm message of January 9, 1956, the President said that 
legislation would be proposed to combine the production credit corpo- 
rations and the Federal intermediate credit banks. A draft of legis- 
lation to accomplish this objective in a way that is in accord with the 
program of the President has been introduced, by request, by Senator 

Ellender as S. 3550. TI shall refer to this bill as the administration 
bill 

Two other bills introduced in the Senate which are similar in many 
respects to S. 3550 are not entirely in accord with the program of 
the President. ‘These are S. 3549 and S. 3564. To simplify my presen- 
tation as much as possible I shall confine my discussion to the differ- 
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ences between S. 3550 and these two bills. Specific references will be 
to S. 3564. 

Senator Hotianp. If you will let me intervene at that point—I 
think that is the wise course, because S. 3564 presents the last-sought 
modifications from the Farm Credit Board. 

Mr. Rappaport. Yes, sir. 

Senator Hotianp. And so far as I know there has been no request 
for changes since that S. 3564 was introduced. 

All right; proceed. 

Mr. Rappaport. At the outset I shall sketch briefly the backgrounds 
of the two bills. S. 3564 is substantially the draft legislation as 
submitted to the Bureau of the Budget by the Federal Farm Credit 
board for advice with regard to its relation to the program of the 
President. 

S. 3564 is identical with S. 3550 except for certain modifications to 
bring it into accord with the program of the President. These modi- 
fications are designed to protect the Government’s financial interests 
in the merged institutions and to provide for effective budgetary con- 
trol during the transition to private ownership. 

These two bills differ in three principal respects. The three points 
of difference are set forth, with the reasons therefor, in a letter of 
March 14, 1956, from the Director of the Bureau of the Budget to 
Governor Tootell of the Farm Credit Administration, a copy of which 
is submitted for the record. 

(The letter, dated March 14, 1956, is on p. 13.) 

Mr. Ravpavorr. In that letter the Federal Farm Credit Board was 
authorized to forward to the Congress a copy of the bill proposed by 
the Board (introduced as 8S. 3564), together with a draft approxi- 
mately amended to reflect the changes required to bring the Board’s 
bill into accord with the program of the President. 

That letter also included an attachment summarizing certain sug- 
gested amendments proposed by interested Federal departments and 
agencies which the committee may wish to consider. These sugges- 
tions have not been ineorporated in either of the bills. 

The first point of difference relates to the distribution of the assets 
of the Federal intermediate credit banks in the case of liquidation or 
dissolution. Section 206 (c) of S. 3564 provides that upon the liquida- 
tion of any Federal intermediate credit bank any portion of the surplus 
and reserves of the bank existing on the effective date of the new 
legislation that remains after payment of all liabilities and retirement 
of all stocks and participation certificates at par would be prorated 
among existing stockholders of the bank. 

At the end of 1955 the combined surplus and reserves of the Federal 
intermediate credit banks and the production credit corporations 
amounted to approximately $63 million. Under the Administration 
bill (S.3550) the remaining portion of such surplus and reserves would 
be paid, in the event of liquidation as now provided by law, into the 
Treasury as miscellaneous receipts. 

The Administration bill thus would permit the Federal intermediate 
credit banks to retain for use as a subsidy in their operations the Gov- 
ernment capital represented by the surplus and reserves of the banks 
as of the effective date of the legislation, but would require its return to 
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the Treasury if any of the banks should be liquidated and therefore no 
longer have a need for it. 

This would retain for the Federal Government only the contingent 
claim against the assets of the Federal intermediate credit banks that 
isalready provided for by law, whereas the provisions of S. 3564 would 
shift this contingent claim in the event of liquidation to the stock- 
holders of the new Federal intermediate credit banks. 

Since the assets represented by these surplus and reserve funds were 
built up over a long period of years—a third of a century, in fact—and 
since the Government would have had to bear any losses if the Federal 
intermediate credit banks had not been a financial success, there does 
not appear to be a sound basis for the outright transfer of these funds 
to the production credit associations. 

In fact, a strong case could be made for the retirement of this Gov- 
ernment capital as part of the general plan for the purchase of the 
Federal intermediate credit banks by the production credit as- 
sociations. 

The second point of difference is with respect to the extent of budge- 
tary control of the Federal intermediate credit banks after the merger. 
The Administration bill would leave these banks in the same status as 
at present with respect to the applicability of the budget provisions of 
the Government Corporation Control Act. 

S. 3564 would exempt these banks from the budgetary provisions of 

that act and would provide specifically that— 
After the effective date of this act, the Federal intermediate credit banks may 
utilize their funds for administrative expenses without regard to the limitations 
contained in any other act of Congress governing the expenditure of appropriated 
funds (sec. 201 (b) ). 

The justification for retaining the status quo with respect to budge- 
tary control is the probability that the Federal Government would con- 
tinue to have a very heavy financial interest in the intermediate credit 
banks. 

With the acquisition by the Federal intermediate credit banks of the 
Government capital of the production credit corporations, the total 
Government capital in the Federal intermediate credit banks would be 
larger than at present. 

This in itself argues strongly for retention of present budgetary 
controls. It should be noted also, that in no case since the enactment of 
the Government Corporation Control Act has a wholly owned Govern- 
ment corporation been exempted from the budgetary provisions of that 
act when provision was made for retirement of its capital. 

The acts authorizing retirement of Government stock in the Federal 
Savings and Loan Insurance Corporation and the Federal National 
Mortgage Association specifically provide for the retention of budget 
control by the President and the Congress. There does not appear to 
be any special circumstances that would justify a different policy in 
this case. 

Senator Hotuanp. At that point let me ask, is there any difference 
in this particular item, between this legislation and the legislation 
under which the Federal land banks have already gone to private 
ownership, and the legislation under which the banks for cooperatives 
are moving toward private ownership? 





112 FARM CREDIT ACT OF 1956 
Mr. Rappaport. I personally cannot answer that question, but one 
of my associates here would be glad to do that. 
Mr. Harold Seidman. 


STATEMENT OF HAROLD SEIDMAN, BUREAU OF THE BUDGET 


Mr. Semman. If I may, Mr. Chairman, I think part of the explana 
tion is a historical one in the history of the Government Corporation 
Control Act. 

Senator Hotianp. I do not think you heard my question. My ques- 
tion was: Is there any difference between the particular provision 
of the pending measure and the similar provision of the measures 
under which the Federal land banks had already gone to private 
ownership and control and the banks of cooperatives by legislation 
passed last year were moving in that direction ? 

Mr. Serpman. There is no essential difference although I would say 
there is a significant difference between the status of the Federal 
intermediate credit banks under this bill and the present status of 
the Federal land banks. 

For example, there is no longer a Government ae fund main- 
tained for putting back Government capital in the land banks, and 
serious consideration is now being given—I think the Farm Credit 
Administration has indicated approval of the Hoover Commission 
recommendation that the authority of the Federal Farm Mortgage 
Corporation to lend $500 million to the land banks be discontinued. 

So that so far as the land banks are concerned, there will be no 
direct call on Federal funds in the future, which I think is a very sub- 
stantial difference between Federal land banks and the Federal inter- 
mediate credit banks. 

Senator Hotianp. What is the provision in the law under which 
the Federal land banks have moved to private ownership that corre- 
sponds to this particular provision in the pending legislation ? 

Mr. Sxrpman. I don’t exactly understand the question. 

Another significant difference is that under the land bank legis- 
lation, the immediate effect was to reduce the amount of Government 
capital stock. Under the proposed bill the initial effect is to increase 
the amount of Government-owned capital stock in the intermediate 
credit banks. 

Senator Hotianp. You are still missing the point. What I want to 
do, if possible, is to have the record show by way of comparison the 
provision in the land bank legislation under which private ownership 
and control has already become effective that corresponds to the pro- 
vision that is being complained of in the second point mentioned by the 
witness, relating to such budgetary control. 

Mr. Serpman. Well, there was no provision for budgetary control 
in either the land banks or in the banks of the cooperatives. 

Senator Horzianp. And this provision, that the witness seeks to have 
placed in this bill, would be a different provision from the correspond- 
ing requirements of the two laws already on the books applicable to 
the Federal land banks and to the banks for cooperatives? 

Mr. Seroman. That is right. 

Senator Hottann. That was the thing I wanted the record to af- 
firmatively show. 
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Now, you may proceed with justifying that difference. That is what 
I understood you were trying to do. 

Mr. Serpman. Yes. I think part of the explanation is a historical 
one because the banks for cooperatives and the Federal land banks were 
mixed ownership corporations at the time the Government Corporation 
Control Act was enacted in 1945. 

You will recall at that time, Mr. Chairman, few, if any Government 
corporations whether wholly owned or mixed ownerships, were under 
budgetary control or for that matter audit control. 

The Government Corporation Control Act and the business-type 
budget procedures provided by that act were essentially experimental. 
Many of the wholly owned corporations at that time said that they 
would not be able to operate under the business-type budget procedures. 
It was essentially a compromise to exclude certain corporations which 
were classified in the act as mixed ownership under title 2, section 201, 
those were the Federal land banks, the banks for cooperatives, the 
home-loan banks and the Federal Deposit Insurance Corporation. 

Senator Hottanp. Then the statement of the witness really excludes 
the Federal Land Bank and the Bank for Cooperatives and the legisla- 
tion applicable to them by confining itself to “wholly owned Govern- 
ment Corporations”, is that correct ¢ 

Mr. Seipman. This was in 1945. Since then I think as early as 1947 
or 1948, the Appropriations Committee in a report specifically indi- 
cated that they regarded the exclusion of the banks for cooperatives 
and other mixed ownership corporations from budget control as a 
serious weakness in the Government Corporation Control Act, as long 
as they had a call on Federal funds, and could create Federal liability. 

The policy as it has been followed, however, has not been to go back 
to amend what was done in the Government Corporation Control Act, 
but not to provide exemption from budget control in future applica- 
tions. There have been two mixed ownership corporations created 
since 1945, that is the Federal National Mortgage Association and the 
Federal Savings and Loan Insurance Corporation, and in both of those 
cases the act specifically provides that budget control shall be con- 
tinued. 

Senator Hotzanp. Well now, the justification for this request num- 
ber 2 is that the intermediate credit banks are wholly owned Gov- 
ernment corporations, is that it? 

Mr. Semman. No, not under the proposed bill. They would be- 
come mixed ownership corporations even though at the same time the 
amount of capital stock owned by the Government will increase. 

Senator Hotxanp. I understand that. 

Then this basing of this point upon the fact that in no case since 
the enactment of the Government Corporations Control Act has a 
wholly owned Government corporation been exempted from the budg- 
etary provisions of that act when provision was made for retirement 
of its capital, really becomes inapplicable to this present situation 
when the new institutions come into being because they are mixed 
ownership institutions, are they not, and many of the institutions 
which would be merged into the intermediate credit banks are partly 
or wholly privately owned at this time, are they not? 

Mr. Semman. No. The Production Credit Corporation—the only 
institutions being merged in the intermediate credit banks under the 
proposed bill—are wholly owned Government corporations. 
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Senator Hortianp. Production Credit Corporation ¢ 

Mr. Seman. It does not affect the Production Credit Associa- 
tions. The point in the testimony is that—and perhaps it is not as 
clear as it should be—is that in no case where a wholly owned Gov- 
ernment corporation has been converted to a mixed ownership corpora- 
tion as this bill provides for the Federal intermediate credit banks has 
budget control been discontinued. 

Senator Hotitanp. What cases were there ? 

Mr. Sermman. That was the Federal National Mortgage Associa- 
tion and the Federal Savings and Loan Insurance Corporation. The 
status of the Federal National Mortgage Association is comparable 
to that of the Federal intermediate credit banks under the proposed 
legislation. 

A person who sells mortgages to the association has to purchase 
capital stock which is equivalent to 3 percent of the unpaid principal 
amount of mortgages that he sells. And it is intended that the as- 
sociation will ultimately come under complete private ownership in 
the same way as the Federal intermediate credit banks. 

Senator Hotianp. Well now, to simplify the record, if we can, your 
point now is that these new institutions are in a different class from 
the land banks and the banks for cooperatives, and that because of 
that you do not feel that the relaxation of Federal budgetary control 
that was involved as to those institutions should likewise exist in this 
case f 

Mr. Sempman. That would be correct. I think the approach that we 
would recommend is that you look not to the question of stock owner- 
ship as being the significant factor but the degree to which the banks 
can utilize Federal funds and to the degree of financial responsibilities 
undertaken by the Federal Government in connection with the opera- 
tion. 

It is because of the financial risk, regardless of ownership, that the 
Government needs to maintain budgetary control. 

Senator Hot.anp. Is it your position then that these new institu- 
tions that will come into being, if this bill passes, should be kept under 
Government budgetary controls because they will have the right to 
borrow out of the very sizable Federal fund that is kept available for 
that purpose ? 

Mr. Seman. I think two points: 

One, under the proposed bil the immediate effect is not to reduce 
the amount of stock investment by the Government. The stock in- 
vestment in the intermediate credit banks as such goes up from about 
$60 million to $82 million; so you have a $22 million increase of the 
Federal Government’s stock investment initially. 

Secondly, the money which is paid for retirement of the present 
stock in the intermediate credit banks, the $60 million, exclusive of 
the amount of new stock exchanged for existing stock in the Produc- 
tion Credit Corporations, will be paid back not into the Treasury but 
will be paid back into a revolving fund where it will be retained for 
future stock subscription. 

And under the Farm Credit Board proposed bill there will be a 
$100-million revolving fund available for future Government capital 
investment in the banks which will be a Government contingent lia- 
bility. 
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So the effect of the bill is not to relieve the Government of its fi- 
nancial obligations, with respect to the banks. In fact, initially it 
increases them. 

Senator Hotianp. Well, at what stage, if any, do you think the 
budgetary control by the Government should be surrendered ? 

Mr. Serpman. When the Government stock is retired. 

Senator Hotianp. But not until then ? 

Mr. Serpman. That is correct. 

Senator Hottanp. Even as it becomes a minor portion of the capital 
stock of the respective institutions you still think that the Federal 
budgetary control should exist ? 

Mr. Seman. Yes, because the amount will still—even though it 
is repaid, the money will be held for future stock subscription, so the 
Government liability will remain. 

Senator Hottanp. What you mean is that the money will be held 
in a pool where it will be available, but you do not mean that it will 
be held in the account of the corporation ? 

Mr. Serpman. No, it will be held in a revolving fund for resub- 
scription by the Governor of the Farm Credit Administration. It 
will not go back into the Treasury as miscellaneous receipts. 

Senator Hotianp. But it will be a Federal fund and completely 
under Federal control, will it not ? 

Mr. Seman. It will be earmarked Federal funds—it will not 
come under Federal control as it would be if it was paid back into 
miscellaneous receipts. 

Senator Ho.zanp. It is not your contention, however, that the new 
corporations would have control of that revolving fund or pool? 

Mr. Seimman. They would not have control over it. Certainly if 
they needed new capital, I don’t think there would be any difficul- 
ties in their obtaining it from the fund. The fund was created for 
that purpose. 

Senator Hortianp. What it amounts to is that a revolving fund 
would remain available as a source for stepping up of capital invest- 
ment from the Federal Government in the event the conditions of the 
bank became such as to require new capital ? 

Mr. Serpman. That is correct. 

Senator Hotianp. Allright. You may proceed, sir. 

Mr. Rapparort. The third and final point of difference is with re- 
spect to the amount of the two revolving funds to be available for in- 
vestment by the Federal Government in the stock of the production 
credit associations and the Federal intermediate credit banks. 

As in the case of the two preceeding points, the administration bill 
would retain the status quo. The present level of the two funds is 
$130 million. S.3564 would raise the level to $160 million. 

No evidence has been presented to demonstrate the need for addi- 
tional contingent investment by the Federal Government in these in- 
stitutions. In fact, a good case can be made for merging the two re- 
volving funds and thereby reducing the total below $130 million. The 
proposed increase in the level of the revolving funds should be consid- 
ered also in the light of the overall objectives of the legislation to 
retire Government capital. 

I hope that this general explanation will help to make clear the 
reasons for the provisions in the administration bill which differ from 
those in S. 3564. 
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Senator Hotianp. Thank you, sir. 

Mr. Rappaport. Thank you, sir. 

Senator Hotianp. Senator Schoeppel, do you have any questions ? 
Senator Scnorrre.. No questions, thank you. 

Senator Hoiianp. I believe that is all. Thank you, sir. 

Mr. Rappaport. Thank you. 

Senator Hotianp. Mr. John J. Riggle. 


STATEMENT OF JOHN J. RIGGLE, SECRETARY, NATIONAL COUNCIL 
OF FARMER COOPERATIVES 


Mr. Riactr. My name is John J. Riggle, secretary of the National 
Council of Farmer Cooperatives. 

We appreciate this opportunity to appear before your committee 
again, on this farm credit matter. 

Since 1934, the National Council of Farmer Cooperatives has had 

. policy favoring the progressive increase in the cooperative nature 
of the farm credit administration agencies engaged in financing the 
sound credit needs of agriculture, with the systematic retirement of 
Government capital, and an increase in the participation of farmers 
in the capitalization, operation and management of the System, sub- 
ject to the necessary Government supervision. 

During World War II, activities under this policy were necessarily 
suspended, but beginning in 1946, the Council, together with other 
farm groups and credit agency representatives and members, became 
active again in analyzing and promoting measures to facilitate the co- 
operative credit program. 

Their efforts were favorably considered by the Congress and as a 
result the Farm Credit Acts of 1953 and 1955 were placed on the statute 
books in partial fulfillment of the intent of Congress and the farm 
groups in the original establishment of the affected farm credit 
agencies. 

Under these acts the overall Farm Credit Administration structure 
and the cooperative bank structure were oriented toward greater 
farmer ownership and participation in management; and the operat- 
ing features of the land banks, farm loan associations and production 
credit associations were revised to make their operations more respon- 
sive to the eredit needs of farmers, and to give farmers more repre- 
sentation in the organization. 

There remain unfinished among other items, consideration of the 
organization, use, and disposition of the production credit corpora- 
tions and the Federal intermediate credit banks. 

Short term farm credit is agriculture’s most vulnerable point in the 
whole rural credit structure. Approximately 75 percent of short 
term farm loans are held by commercial banks, who because of prior 
obligations to depositors, are not in a position to carry their loans 
during a prolonged period of recession when deposits decline and 
(inn yaaa up. 

Failure of any substantial number of farmer borrowers to pay 
interest on short term loans or to secure extension of loans when a: 
can precipitate a cumulative liquidation of farm enterprises at forced 
sale prices, especially when commodity prices are declining. 
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A resulting decline in general business conditions and bank 
deposits in rural areas will still further restrict the local banks’ ability 
to carry farm loans. 

Recently the rediscount rates on commercial loans in the several 
Federal Reserve districts have been raised. This includes agricul- 
tural paper which is handled as commercial loans under Federal 
Reserve operations. 

Actually most of this paper consists of credit covering commodities 
and given by handlers in the channels of trade, secured by warehouse 
receipts for nonperishable or processed farm products, and by farm 
equipment and supplies. Country banks are full of farmers’ paper 
which the Federal Reserve banks do not customarily rediscount. 

Important as handlers’ and processors’ credit is to the orderly 
marketing of farm products and the supplying of farmers through 
the channels of trade, it still leaves a vacuum in discount operations 
for short-term paper of farmer origin held by the country banks. 

Hence, farm-production paper is most vulnerable to the credit 
restrictions which follow when rediscount rates of central banks are 
raised, as they have been recently. 

In the early twenties and again in the early thirties, the credit 
restrictions in those periods forced the wholesale liquidation of agri- 
culture and the country banks generally were taken over by ‘the 
Government in the early thirties and many were liquidated because 
of the slowness of farm paper. 

The worst thing which could happen to the American economy 
would be to precipitate or even allow the liquidation of farm values 
such as occurred then. Forty percent of the Nation’s work force is em- 
ployed to provide services and supplies for farm production and the 
farm home; and to produce, handle, process, transport and distribute 
farm foodstuffs, feedstuffs and fiber on the way to the consumer. 

When the farmer is forced out of the market for production and con- 
sumer goods, he pulls these supported industries down with him, first 
in rural business areas and then in urban industry, greater in propor- 
tion than his use of their services and products. 

Witness the recent heavy worker layoffs in the farm-equipment in- 
dustry, due to farmers dropping out of the farm-equipment market be- 
cause of reduced income. 

Present farm-inventory values have not been tested by forced 
liquidation, because so far cash and credit resources of farmers have 
not been wholly exhausted, except in the case of young farmers, includ- 
ing veterans, who have financed farming enterprises during the post- 
war period of high farm capital and operating costs. Many of these 
are reported to be selling off their farm setups and many other farmers 
are seeking employment i in urban areas to augment declining income. 

Farmers of this country have operated in a period of high fixed costs 
and declining farm income since 1951. The ratio of prices received 
to prices paid declined from 100 in 1951 to 80 in December 1955. In 
1929 before the economic debacle the ratio was 92. 

Production expenses in 1954 were 3 times what they were in 1929 
while net income was 2 times the 1929 level. Farm mortgage debt has 
increased 60 percent over the 1946 level, much of it recently to refinance 
production credit. 
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The point is that short-term farm credit is the most vulnerable part 

of the farm-credit structure and hence the Achilles heel of farm 
economy in time of stress; principally because farmer paper, held 75 
percent by country banks, is the first to feel the pressure of credit re- 
strictions imposed by the across-the-board policies of the Federal Re- 
serve and commercial banking systems. 

The most vital service the Federal farm credit system can provide 
for agriculture is to set up adequate facilities for the rediscounting and 
carrying of the farmer paper of which country lending institutions in- 
cluding production credit associations, country banks and other financ- 
ing institutions are full; and to provide incentives so that those facil- 
ities are used by country banks and other financing agencies to carry 
agriculture over thin periods in the rural economy until farm values 
recover, as they always have done in due course; rather than to accept 
by default the situation under which the forced liquidation of farm 
production paper may proceed as it did in the disastrous thirties. 

Such a discount facility would have to provide incentive for active 
participation by all lenders on short-term farm paper, both in its serv- 
ices and in the distributing of earned margins when and if available 
above operating expenses and returns necessary for capital formation. 

We believe legislation should meet this problem head-on providing 
facilities for broad discount services and incentives for its use by 
short-term farm lending institutions. 

Cooperative short-term farm credit agencies should have voting 
membership for election of production credit representatives on the 
district board ; and nonmember participants, such as commercial banks 
and other noncooperative financing agencies, should participate in 
patronage refunds contributed to capital which are to be revolved after 
the Government capital has been retired out of earnings. 

Likewise there should be, on liquidation or dissolution no discrimi- 
nation between members and nonmembers in the distribution of sur- 
plus and other assets accumulated out of the patronage of different 
financing institutions, if this is to be a bona fide cooperative credit 
institution following established mutual principles. 

We are seriously concerned that, through proper incentives and non- 
discriminatory policies, there may be provided for farmers through 
various intermediate channels a source of production capital of such 
availability and strength as not to require emergency measures to 

meet recurring farm-credit crises. Any proposed legislation should, 
we believe, be measured against such a standard, as well as that of 
cooperative ownership and control. 

Since the income of intermediate credit banks for many years has 
been 90 to 94 percent from interest paid by borrowers, and the cost 
of necessary Government administration and supervision by the Farm 
Credit Administration has exceeded the income from investment in 
Government bonds, we see no validity in the premise that the Gov- 
ernment has any interest in the surplus and reserves after the 
Government capital is retired. A franchised tax has been paid on 
the use of Government capital, and until the unlikely event of dis- 
solution, except by act of Congress, the surplus and reserves should 
remain in the system without any continuing Government claim. 

Likewise, until the future of the agricultural economy is more 
stable, we believe the retention of the revolving funds of the produc- 
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tion credit corporations and Federal intermediate credit banks on a 
reallocated basis is important in any legislation at this time. 

We have no position on the merger of the production credit corpora- 
tions with the intermediate credit banks and we are not authorized 
to endorse any bill before the committee. 

Our agricultural credit committee felt that the question should re- 
ceive our continued study. There was some sentiment that the present 
period in our farm economy may not be the right time to proceed 
to buy another bank and chance possible interest cost increases by 
subscriptions to capital and by the proposed merger. 

However, we still favor appropriate legislation to provide for com- 
pleting the mutualization of the farm credit system and orderly re- 
tirement of Government capital in the short-term credit system on a 
broad enough structure and authority to serve agriculture across the 
board and fill the vacuum in our present short-term credit discount 
facilities. 

Senator Hottanp. I call your attention to the last sentence in the 
middle paragraph on page 4 of your prepared statement, which reads: 

Likewise, there should be, on liquidation or dissolution, no discrimination 
between members and nonmembers in the distribution of surplus and other assets 
accumulated out of the patronage of different financing institutions, if this is to 
be a bona fide cooperative credit institution following established mutual prin- 
ciples. 

I judge that you mean that to apply to surpluses created after the 
new corporation is formed ? 

Mr. Reaues. Yes; that is right. That would apply to the future 
after the act goes into effect. 

Senator Hotianp. In other words, you feel that nonmembers should 
be represented as equitable owners of their pro rata share of any sur- 
pluses or reserves created after the new corporation begins to function ? 

Mr. Ricetr. That was what is contemplated here. 

Senator Hotxanp. In equitable distribution of reserve or surplus, 
upon liquidation or otherwise, you feel that the nonmember patrons 
have the same standing as the members? 

Mr. Riaetr. There are provisions in several—all of the bills, I 
guess, for what they call participation certificates, which would make 
all of them eligible for equitable treatment. 

What we are saying is that we would go a little further with that, 
perhaps. Those financing agencies which are cooperative in nature 
become members. The other patrons of the discounting agency such 
as commercial banks and other financing agencies, not cooperative, 
would be eligible the same as the nonmember in any cooperative asso- 
ciation for their pro rata share of the reserves that were kept for 
capital formation when they are revolved out. There should be some 
incentive for them to bring their business there and to do business with 
the discount agency. 

Senator Hotianp. It is my understanding that, because of the pro- 
vision for the issuance of participation certificates to nonmembers 
after the date of the accomplished merger, January 1, 1957, your point 
is well taken care of in any reserves—as to any reserve or surplus 
created after that time. 

What is your position with reference to distribution of the reserves . 
now on hand and as to the equitable participation in those reserves? 
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Mr. Rieere. As far as the surplus and reserves now on hand on 
dissolution ¢ 

Senator Hottanp. Yes; now on hand, as to how they should be dis- 
tributed on dissolution—what the act should provide relative to the 
right to participate in that distribution if, as, and when there is a 
liquidation. ati 

Mr. Riceie. We would have to apply the same principle, I am sure; 
the cooperative principle. 

Senator Hotuanp. In other words, you see no justification for apply- 
ing any different principle as to the funds which now SOS NN sur 
pluses and reserves and to which, under the terms of the act, S. 3564, 
the Government would abandon any claim ? 

Mr. Rieeie. No. 

Senator Hotianp. You see no reason for applying any different 
rule to that surplus and reserve than the one that would be applied 
after the new corporation begins to operate ¢ 

Mr. Ricere. We would have to stick to the same principle, I am 
sure. 

Senator Hotitanp. Would you have to stick to the sound principles 
of cooperative mutuality ? 

Mr. Riceie. That is right. 

Senator Hontanp. Is that what you are stating here in your test i- 
mony ¢ 

Mr. Ricere. I do not believe that is stated directly—it says “on 
liquidation hereafter”—because we had not taken a position on either 
one of these bills. The matter had not been directly raised in ou 
statement. But Iam sure that the same principle would apply. 

Senator Hoittanp. The thing I am trying to bring out is whether 
that quoted sentence out of your statement applies solely after the 
function of the new corporation begins or reaches back to apply also 
to the reserves and surpluses now existing. 

Mr. Riceie. It was put in there to ‘apply to the corporation as 
reorganized in order to provide an incentive for future participation 
of all short-term credit financing agencies. 

Senator HoLtLtanp. But your statement, outside of your formal posi 
tion, is that you see no justification for applying any other philos- 
ophy 

Mr. Riecue. We could not very well. 

Senator HotLanp (continuing). To the distribution of the reserves 
and surpluses on hand as to which the Government under the terms of 
this bill would abandon any claim ? 

Mr. Rieeie. I don’t see how we could. 

Senator Hottanp. And which would constitute a continuing cush- 
ioh or reserve throughout the operation of the new concern to ‘be dis- 
tributed only upon liquids ition ? 

Mr. Ricere. That is correct. 

Senator Hottanp. You would apply the same principle ? 

Mr. Ricetr. We would have to. I am sure. 

Senator Hoiianp. Participation of nonmembers on the basis of 
complete equity with members ? 

Mr. Riaeie. Yes, sir. 

Senator Hottanp. Do-you have any questions, Senator Schoeppel?’ 

Senator Scuorrrer. I would like to ask one question. 
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On page 4, first full paragraph, you say : 


We believe legislation should meet this problem headon by providing facilities 
for broad discount services and incentives for its use by short-term farm lending 
institutions. 

I would like to ask, since you have studied this legislation, Is 1 
your considered judgment that this legislation would restrict the 
facilities for broad discount services, and incentives and use, for short- 
term farm lending ? 

Mr. Rieger. I think that perhaps the policies enunciated in the 
bills are that they wanted to continue and to expand the services to 
short-term credit agencies generally. What I think we are afraid 
of is that the incentives are not in sight to induce such participation, 
and that perhaps there are some other factors involved that have to 
do with the supervision of commercial banks, for instance, and othe 
factors that are not taken care of. That should be done. 

In other words, under the policy enunciated in the bills we feel 
that the incentives to remove the restrictions on other financing insti- 
tutions, and provisions for incorporating into active membership other 
financing agencies that are cooperative in nature, and for providing 
for an equal participation of all of the other financing agencies in 
volved in this matter, in distribution of patronage dividends were not 
as clear, perhaps, as they should be if we want to make this dis- 
count agency aggressive and get the support of a large segment of the 
short term credit profession ; make it fully operative, because discount 
service is a vacuum, in our opinion, in the farmer’s short-term credit 
picture. 

And if it is not taken care of here, I think we are going to experi 
ence the same thing when we got into a recession that we experienced 
before, that the Congress will have to provide for the Government re- 
financing of a lot of credit that has been given to farmers. And that, 
in my opinion, could very well amount to a lot of money. 

There is more than $3 billion worth of short-term farmer paper in 
the country banks. Presumably, it was sound credit, when put out in 
good times when things were going along pretty well. At least half 
of it would qualify as sound credit, anyhow, under the terms set up 
by a discounting agency. 

It seems to me that the Government might very well be put in 
the position of having to refinance in some way a billion and a half or 
maybe two billion dollars of farmer paper, according to the degree that 
we get into trouble, if we do. 

A lot of that, by the standards by which credit is issued, if it was 
properly qualified, could be carried by a discounting agency of this 
kind. 

The fact of the matter is that if a discount agency were in the pic- 
ture, all the time, working on it, it would tend to dissipate the accum- 
ulative effects of this liquidation process, because it 1s a cumulative 
process which piles up; forces prices lower, and causes other creditors 
to get scared, to run to cover and accelerate the decline of farm valua- 
tions. 

Senator Scnorrren. Thank you. I did want to have your views. 

Senator Hortanp. I think that is a very important statement. And 
I want to elaborate on it a little for the record, if I may. 
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You have not said that you are neither for or against the pendin 
legislation; and I understand why you cannot. But as I have cael 
your latest testimony, you are inclined to think that it does not give 
sufficient room for financing or refinancing other short term credit 
agencies, particularly country banks, in the event of emergency; is 
that what you mean ¢ 

Mr. Ricetx. Yes. It isn’t necessarily all of the fault of this legisla- 
tion; part of it is perhaps in the supervision of the country banks 
and habits and traditions that they have. 

But principally, I think that this legislation should be sure that 
the incentives are there for them to use it. In other words, they 
should recognize their first duty is service to the farmers and here 
is a place where they can alleviate the pressure of liquidation of the 
farmers credit by gearing up to this thing, providing it is geared up 
to serve their purposes. 

Senator Hottanp. What more recognition do you think should be 
given them than is given under this proposed bill under which, as 
[ understand it, their participation certificates would give them exactly 
the same recognition as is given to members who use the credit fa- 
cilities ? 

Mr. Rieeie. Well, of course, the members are given stock in this 
bill. 

Senator Hotianp. And the country bank that rediscounted here 
x any of the other financial agencies and the like would be given par- 
ticipation certificates exactly equal in amount to the stock that would 

be issued under the same contribution, under the same business oper- 
ation, to stock owning members; is that not correct? 

Mr. Rieetx. That is true. 

Senator Hotianp. Is it your opinion that there is not sufficient in- 
centive to properly invite the participation in this effort by the coun- 
try banks? 

Mr. Ricetx. I am not sure whether there is or not. I don’t know 
what steps to take because we don’t know exactly what the country 
banks have in mind about this. 

For instance, some of the country banks organized credit corpora- 
tions to handle the agricultural paper so as to rediscount or handle it 
with the intermediate credit. 

What I think we want is to be sure that when they do participate 
that they are given the same services, the same encouragement, the same 
consideration for their paper, and the relations are set up under terms 
and conditions of rediscount which are not any more onerous to them 
than to anybody else; that they are given prior briefing and notice, so 
that when they make their loans they can qualify their paper for re- 
discounting purposes and many other things like that which go into 
making it work; partly promotion, partly education, partly regula- 
tion, perhaps most of it administrative, so far as the law is concerned. 
These are the most incentives that can be given. 

Senator Hottanp. That is what I was going to ask. Can you sug- 
gest any additional incentives that can be given without making the 
place of the country bank a preferred place over that of the ordinary 
user who has to tie up some of his capital in stock ownership in order 
to avail himself of the facilities? 

Mr. Ricetx. I think you will have to consider the country banks non- 
cooperative finance agencies, included on the basis of nonmembers, 
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but the thing that I think is decisive as to whether they patronize it or 
not is whether or not the regulations, and the terms and conditions, and 
prior information, and the approval of their supervising agencies, the 
national bank examiners and the Deposit Insurance ( ‘orporation—all 
of them are geared into this thing—recognize the need for it. That 
may require something more than this legislation. 

Senator Honianp. Your point is entirely confined to the question of 
whether the administration would be sufficiently flexible and sym- 
pathetic to make a real place, a needed place for the country banks, is 
that it? 

Mr. Rieere. That is certainly one of the things. 

Senator Hottanp. That cannot be assured by the form of legislation 
passed here, can it ? 

Mr. Rieeie. Well, not necessarily, but the framework of it can be 
set up. 

Of course, there are some other things involved here that have to do 
with the structure of the discount agency. We have not gone into that. 

Senator Hotitanp. Are there some suggestions that you have? 

Mr. Rigeix. No. 

Senator Hotnanp. You are speaking for several thousand co- 
operatives—— 

Mr. Rieeir. As I say, we have not. 

Senator HoLtanxp (continuing). Throughout the country, and if 
you have suggestions by which you think this bill could be improved, 
Lam sure the committee would be grateful to you for making them. 

Mr. Rieerx, We haven’t taken any official position with “regard to 
that, as a matter of fact. What we have said here is with regard to 
the feeling we have as to how it should serve and how it should be ad- 
ministered, et cetera, and we want to be sure that the Senators here 
on the committee, have this under consideration and if they feel the 

same way about it, with their technical help, they can devise what may 
be necessary. 

Much of the technique about this has to do with banking acts and 
administration, et cetera, with which we are not too familiar. 

Senator Hotxanp. I do not know of any member of this committee 
who is committed to any particular legislation, to where his mind is 
closed to provisions which would better the credit structure. Let 
me make that perfectly clear. 

You represent several thousand associations, do you not? 

Mr. Rieotx. Yes. 

Senator Hottanp. How many ? 

Mr. Rieger, Not several thousand major associations, but about 125 
such associations, representing some 5,000 local associations. 

Senator Horitanp. You represent about 5,000 local associations, 
which certainly have a very grave stake in this legislation and it seems 
to me that if you have doubts as to whether this legislations goes far 
enough, that your organization is peculiarly one which is qualified to 
make suggestions for improvement. 

I am inviting you now to make any suggestions. If you do not 
have them in your mind now, I invite you to do so before the hearings 
are closed. 

Mr. Rieete, Thank you very much. You have understood we had 
-ome division of opinion ? 
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Senator Hortanp. You mean in your organization ? 

Mr. Rieeix. Yes. And that is the reason why we have not made 
definite suggestions. 

Senator Horianp. You understand that the purpose of these con- 
gressional hearings is to educate the men who have to say “Yes” or 
“No” when the legislation comes on to be voted on? 

Mr. Rieate. I think those differences of opinion have been repre- 
sented here or will be by witnesses and that perhaps, against that 
background, that you will be able to make up your own minds. 

But nevertheless, we appreciate the suggestion. If we have any 
further recommendations to make, why we will do it. 

Senator Horianp. I want to say right now for this record that I 
think if you people have doubt in your mind about the effectiveness of 
this legislation to meet the problem, I think it is your duty to say so, 
and to state how you think it could be strengthened out so as to meet 
the situation. 

If you do not do so, I will be very much disappointed, because I do 
not know any other organization to which we would have a greater 
right to turn and in whose expressions we would have greater con- 
tidence than the one you here represent. 

Mr. Ricetz. I think what we have done here is to lay down the 
broad outline as to principles. How the structure should be applied, I 
think it would take time to consider those. 

Senator Hotianp. We appreciate your going as far as you have. 

Senator Scnorrret. Mr. Chairman, I would just like to say one of 
the reasons I asked that question was because you put your finger on 
something. If true, I think you are looking at it from, probably, the 
highly, let us say, restricted viewpoint rather than probably a broad 
administrative approach, and I share with Senator Holland the 
feeling that since you and your associations that you represent are 
so closely allied with this matter of credit and this discount service, 
that you could submit recommendations to us for consideration, before 
we finally pass this legislation, if we pass it. And we will pass some 
legislation out of here, that is for sure. It would be very helpful. 

I also share with you this feeling—I would like to see it administered 
on a pretty broad basis, rather than on a restricted basis. It is pretty 
hard to write specific legislation broadening or hemming in and in- 
cluding all of the details but if you have any general propositions from 
your organization, which would lend itself to some particular phase of 
the bill, we would certainly like to have it. 

Senator Hottanp. Thank you very much. We appreciate your 
appearing. 

Mr. Rieetx. Thank you. 

Senator Horzanp. The next witness is Mr. Lloyd C. Halvorson, 
representing the National Grange. 


STATEMENT OF LLOYD C. HALVORSON, NATIONAL GRANGE 


Mr. Hatvorson. Mr. Chairman, the Grange appreciates this oppor- 
tunity to present its position on this farm credit legislation. Over the 
years we have had a great deal of interest in credit legislation. 

Senator Hotianp. Do you have a prepared statement ? 


Mr. Hatvorson. No; I do not. The Grange supports S. 3564 and 
we oppose S. 3550. 
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The Grange’s position is grounded in history, You can go all the 
way back to the Federal land bank of 1916—and at that time the 
Grange had in its mind the philosophy of a farmer-owned system. 
And we still believe in a farmer-owned system. 

But, of course, it was not feasible because of the inadequate amount 
of money that farmers had for such purposes. 

So the Grange and the other leaders at that time conceived the idea 
of a partnership between Government and farmers. That partnership 
has worked very well over the years, as the record will show. 

However, we have never lost sight of our ideal. We have always, 
from philosophic al reasons, believed that the Government should not 
be in business, because it gives it a lot of power. 

Competition from Government can easily be unfair because the cost 
factor may not determine the method of operation and charges, 

We feel also that an institution, a credit institution, that is depend- 
ent upon itself, run by farmers, is going to be most efficient in the 
long run. 

There are also a number of practical reasons why the Grange over 
the years has felt that we should continue to strive for our goal of 
farmer ow nership. We have seen various situations arise where this 
has become very important. 

While the Government has been a good partner, in a way, there 
have been dangers at times that have made us feel we better ‘get on 
with this job. “And I can cite you a few. 

In 1940 the Government side of the partnership wanted to take over 
the whole system; at least, in the Federal land banks. 

Then at other times the political climate changes and the Govern- 
ment wants to just walk out, even though the farmers are not able to 
take over. 

When you have Government in the picture, and in credit particu- 
larly, there is danger of getting Government influence in the selection 
of personnel and getting people who are not especially or best quali- 
fied for the job. 

There is danger of getting Government pressure or political pres- 
sure in loan policies. 

We have seen attempts, because of the close tie-in of the Federal 
intermediate credit banks with Government, by the Bureau of the 
Budget and the Appropriations Committees of the Congress to deter- 
tine the total maount that could be loaned to farmers. 

Of course, that is inconsistent entirely with the idea of supplying 
the credit needs of farmers. 

There have been efforts made to restrict the purpose for which 
Government loans can be made. 

At one time you probably will remember, not long ago, an effort 
was made to prohibit loans to farmers for broiler production. 

Senator Hotianp. For what? 

Mr. Hatvorson. Broiler production. 

Senator Hotnanp. Yes. 

Mr. Hatvorson. And those are the dangers that have made this 
job of farmer ownership a practical necessity. 

About the only unit in the farm-credit system that was set up 
without an original idea of eventual farmer ownership, was the 
Federal intermediate credit bank. And we feel that is a standout 
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exception, even from the standpoint of our history, because the 
United States has stayed out of the banking field ever since, I believe, 
Andrew Jackson’s days. 

But this system, however, has been set up and it has worked well, 
but again because ‘of the dangers of Government ownership we now 
seek legislation to eventually bring about farmer ownership. 

The production credit system will never be a completely farmer- 
owned system until the Federal intermediate credit banks are also 
owned by the farmers, because it is an integral step between the money 
market and the farmers. 

So that is one reason why we have for a number of years had in the 
back of our minds this idea—the idea of the farmers becoming owners 
of the FICB’s. 

In 1933 the Farm Credit Act also set up this partnership for the 
bank for cooperatives and PCA. That legislation was inadequate 
and has already been remedied in the act of 1955 for the cooperatives. 

We are now trying to remedy this and to provide a sound basis, a 
basis that will really work for farmer ownership in the PCA. 

We feel that in a way this is a historical occasion from the stand- 
point of the Grange because here after 40 years with this ideal we 
feel we are now at the threshhold of the last door to getting the way 
set for farmer ownership and control of the entire system. 

I want to say just a few words about the sources ‘of opposition. I 
believe that some of the opposition to the legislation is coming from 
people who still want to rely on this Government partnership. 

But I think that that opposition should be dismissed because we 
feel that that was settled by the Farm Credit Act of 1953. That 
applies to the Federal intermediate credit banks especially. 

Senator Hotianp. In other words, you think this is just working 
out one of the details? 

Mr. Harvorson. That is right. 

Senator Horianp. Arising under the broad policy that was laid 
down in 1953 ? 

Mr. Hatvorson. Right. 

Another source of opposition has to do with leaving the surplus in 
the system. I don’t know whether the bankers have or will testify 
before this committee, but they did testify before the House Agr icul- 
ture Committee and they were very strong in their opposition to 
leaving the surplus in the institution. 

We feel that we can justify very well leaving the surplus in the 
institution, on a number of bases. 

In the first place, we feel this capital which the Government put 
up was to help get an institution going in order to perform a very 
essential function in our economy. It was evident in 1916 that mort- 
gage credit was not sufficient for farmers or was not satisfac tory for 
a number of reasons. 

In 1933 it was evident that the commercial-lending system was not 
able to take care of the situation. They were drawi ing in money at 
the very time the farmers needed money. 

Actually, also, the administrators of the Farm Credit Administra- 
tion could have actually kept the interest rate lower so as not to have 


built up a surplus and given the farmers the benefit of this money that 
was put in there by the Government. 
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We feel that this money that have been built up, the surplus, is, in 
other words, the result of a conscious policy to provide for the future. 
That is why we feel that we should leave that money in there. 

We can also look at this in another way; that is, that it is not only 
the farmers who are possibly getting some benefit out of the legal 
situation or the Government relationship, because even the bankers, 
I think we can say, are getting some benefit out of their privileges in 
this economy. 

From 1939 until the present the money supply has increased from 
$35 billion to $135 billion. By “money supply” I mean the pocketbook 
money like we have in our pocketbook, and silver and also the check- 
book money. 

However, the Treasury currency has stayed about the same, at about 
$5 billion. 

This money supply has increased, in other words, within the bank- 
ing system itself. Some people would say that money has been created 
by banks. Of course, it has been loaned. Of course, the banks have 
to perform a checking account service for people which is costly, but 
I would say that the cost of interest bears no direct relationship to the 
bookkeeping cost because the interest rate is set. by the Federal Reserve 
Board for other reasons than the cost of banking. 

Now, I might point out that right now the rate of return on Treas- 
ury bills is about 21%4 percent. In 1954 it was down to seventy-five 
one-hundredths of 1 percent at one point. 

Certainly, the cost of banking has not fluctuated that greatly, about 
more than three times. So, possibly, there is a little benefit in there 
for bankers. And they are prohibited by law, we stress that, from 
paying interest on demand deposits at the present time. 

Furthermore, the Government maintains about $4.5 billion of de- 
posits in the commercial banks of the country, plus another $500 mil- 
lion in the Federal Reserve bank. It is really the Federal Reserve 
banks that are the Government’s banks. 

In other words, that is where they clear their checks, et cetera. 

So in a way the treasury deposit in commercial banks is like the 
National Grange keeping a deposit at the bank where I do my bank- 
ing, even though the Grange has its own bank for its account. I 
think that in that $4.5 billion there is of some benefit for the bankers. 

In regard to the revolving fund, we certainly want to see that pre- 
served for this reason: when that revolving fund is called upon, it 
will in most cases be due to forees beyond the control of farmers or 
the Farm Credit Administration agencies. And we feel that it is even 
of benefit to a responsible Government to be able to have a credit in- 
stitution like the Farm Credit Administration that can come in and 
bolster the agricultural economy which is also then a great benefit to 
preserving the integrity and the strength of our entire economy. 

Senator Hottanp. You mean without asking for emergency legis- 
lation, it will be in position to function immediately ? 

Mr. Harvorson. Yes. 

Senator Hottanp. And to meet an emergency / 

Mr. Hatvorson. Yes; it will do it with a minimum of cost to Gov- 
ernment. And with speed. 

In regard to the position of the Bureau of the Budget, first of all, 
I want to call to your attention a statement that the Bureau of the 
Budget has made which I think is very significant. 
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They have, in effect, said: 


We have no objection to donating the present surplus and reserves of the 
Production Credit Corporation and the Federal intermediate banks to the 
merged institutions as a permanent Federal subsidy. 

They are not asking for that to be returned. They are not asking 
for interest rate to be paid on it. 

The bankers are vf irae for that to be returned, and even for in- 
terest rates to be returned on it. 

Where we get into disagreement with the Bureau of the Budget 
is in regard to the treatment of this surplus in the event of dissolu- 
tion. 

Now the Grange would not ever want to see—and we will be on 
record to this effect—this surplus being distributed as dissolution 
spoils, you might say, to the stoc kholders that will be created by this 
legislation. 

Senator Hotzanp. You would want to see it distributed just as 
in the case of any other cooperative surplus or reserve to all of those 
who helped to create it originally ? 

Mr. Hatvorson. We would leave that wp to the Congress to de- 
cide, because the Federal intermediate credit banks cannot be dis- 
solved, I have been told, without an act of Congress. 

If at that time, if there is a surplus, what I would say in all 
probability, if this system is to be dissolved, in all likelihood there will 
not be any surplus there to be distributed to the stockholders. Pos- 
sibly it will be on the rocks. 

Senator Hottanp. Do you not think it is much more desirable to 
have that question settled in this legislation, so that this may not be re- 

garded as a continuing subsidy from the Federal Government which 
might justify the Federal Government asking to interfere in admin- 

istration and operation at any time in the future ? 

Mr. Harvorson. We, certainly—— 

Senator Hortanp. And that instead, this surplus reserve should be 
regarded as having been abandoned or given, or all claim to it with- 
drawn by the Federal Government? After all, it was created by in- 
terest rates greater than those which would merely carry the oper- 
ation, so that from this time forth, not only will it be regarded as 
corporation surplus reserve, but that the legislation should also state, 
at least in a general way, how that reserve should be distributed in the 
event of liquidation. 

Mr. Hatvorson. Well, yes, that I would say we agree with, but 
we would still say that the objection of the Bureau of the Budget is 

rather academic because we see no possibility of this dissolution and 
distribution of the surplus. 

But from the standpoint of indicating clearly that this is a wholly 
owned farmer institution, we agree with you 100 percent, whereas 
the Budget Bureau’s position would, even though it has no practical 
significance, really provide an entry there for Government control and 
dictation. That would defeat the very purpose we have had over all 
of these years. And I believe it would even defeat the purpose of the 
administration. I believe they also want a farmer owned and con- 
trolled system. 

Senator Horzianp. In other words, you find as much objection as 
I do as one member of the committee to that part of the Budget 
Bureau’s statement which says that they have no objection to con- 
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tinuing this surplus and reserve as a permanent Government subsidy 
to the corporations. 

You feel that that fund should instead become a part of the corpo- 
rate assets for the laudable purposes which you have indicated, and 
that when this new merged corporation comes into existence the Fed- 
eral Government at that very time ceases to have any continuing 
interest in it which would justify any interference that the Govern- 
ment might want to sponsor at any time in the future. 

Do you agree with that ? 

Mr. Hatvorson. Yes, we would feel that the Government has sub- 
sidized the System in the past but they are now out of it and this 
surplus belongs to the System. 

So we go along with the bill as it is. We feel that anything like 
what the Bureau of the Budget has suggested would certainly practi- 
cally vitiate the entire purpose of the bill. 

In other words, they do indicate their willingness to let the System 
have the benefit, if you want to call it that, of the existing surplus. 

I think they indicate they are willing to let that benefit be there. 
But to thereby also at the same time want an entry for control later 
on is bad, we feel. 

Senator Hottanp. You want the question settled at this time to 
the effect that what the farmer-controlled organization has to do to 
completely control it is to complete the retirement of the Government 
capital stock at par ? 

Mr. Hatvorson. Yes; that is right. 

Now, moving on to certain problems connected with the other finan- 
cial institution, one of the first questions is that they are not given 
stockholder status. 

Senator Horianp. Of course, I did not mean to negative the con- 
tinued payment of the franchise tax. That, of course, should con- 
tinue to be paid until the retirement of the Government capital is 
complete. 

Mr. Hatvorson. Right. 

Senator Hotnanp. All right; go ahead. 

Mr. Hatvorson. I might also try to take exception at least with 
the Bureau of the Budget position that this is different from the case 
of the bank for cooperatives and the Federal land banks. 

Now actually, technically, this is a new institution, a merged in- 
stitution which at the very start will be a mixed-ownership corporation, 
and so it is from the start a mixed-ownership corporation, and I see no 
reason for trying to apply the Government Corporation Control Act 
for any reason here that did not apply there. 

Senator Hotnanp. Would it be correct to say that you think there 
is a difference in degree but not any difference in principle? 

Mr. Hatrvorson. That is right; and the dangers of Government con- 
trol would be very great if you bring it in through the Government 
Corporation Control Act, as I indicated before, especially with regard 
to the control over the budget and lending policies. 

Senator Hotianp. The temptation to control is greater when you are 
dealing with short-term credit which might come peculiarly to be 
used, let’s say, in a particular season when an election is on ? 

Mr. Hatvorson. Sure. 

Senator Horzanp. Or when some particular public issue is disturb- 
ing the farm population ? 
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Mr. Hatvorson. That is right. 

Now, in regard to these other financial institutions, if they want 
stockholdership status, and I do not know that they do, but it seems to 
me that that is a question that we will have to put off at this time and 
consider at a later date. It can always be considered at a later date. 
There are a lot of problems connected with that ; namely, How are you 
going to work them in at the district level ? 

We have the district boards with representation from the three 
levels, Federal land banks, production credit, and bank for co- 
operatives. 

Now, how these groups should be worked in, that is, the proprietary 
borrowers like bankers, would that defeat the purpose of the eoopera- 
tive system or could they be brought in ? 

Those are questions that would have to be answered by the propo- 
nents of bringing them in, it seems to me, before we could support that. 
But we are not closing the door to that possibility in the future. 

Senator Hottanp. Well, there is no specific provision that has been 
submitted so far as I know that looks toward bringing it in with mem- 
bership rights or rights to be officially represented at this time. 

Mr. Hatvorson. I believe it was winahe up in the House hearing 
and I presume you will get that same suggestion here. 

Senator HoLtanp. You mean specific wording being suggested ? 

Mr. Hatvorson. I believe so. 

Senator Hotianp. Thank you. 

Mr. Hatvorson. The other financial institutions complain about not 
sharing in the surplus. Again I feel that that is academic for the same 
reasons that I indicated in connection with the objections of the Bu- 
reau of the Budget. 

This surplus ‘will stay in the system and it will benefit all the bor- 
rowers whether they are stockholders or other borrowers, as I see it. 

There are objections also raised to the matter of making cost of 
supervision a part of the interest rate. The other financial institu- 
tions say that they are not getting that supervision and should not 
pay for it. There are partial answers at least to this. One is that 
the PCA’s are putting in directly and indirectly about $26 million 
more money than any other group. They are putting up some money 
based on a levy, as I noticed, a capital levy, you might say, and then the 
surplus from the production credit corporations is being put into the 
new FICB’s 

Certainly that will generate some income which will help pay the 
cost of supervision. In the long run we feel that a PCA can be run 
with as little supervision from above, possibly, at least we hope and 
have faith that they can be, as a country banker or any other financial 
institution. 

Therefore, to the extent there will be higher cost of supervision 
or of dealing with the PCA than with other borrowers, it will be 
partly offset. 

Possibly also if we look at this system as a cooperative institution, 
we feel that we are giving actually the benefit of this farmer-coopera- 
tive system, this financial arrangement to other borrowers. 

We feel that there are adequate assurances in the bill. I think the 
bill has been changed some, from at least the original form that I 
saw it in, to give adequate assurances to these other financial institu- 
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tions that they will have access to credit from the FICB at equitable 
terms and equitable rates. 

That concludes my statement, Mr. Chairman. 

Senator Hottanp. Thank you very much. I see Senator Mundt 
and Senator Humphrey have both come in while you were testifying. 
This is Mr. Halvorson testifying for the Grange in suport of the pend- 
ing legislation S. 3564. 

Do either of you Senators have questions ? 

Senator Munpr. I have no questions, Mr. Chairman. 

Senator Humenrey. No; I have no particular question. 

Could I just ask as a point of information, as I understand it, S. 
3550 is the Budget Bureau bill, so to speak ; isn’t it ? 

Senator Hotitanp. Yes. 

Senator Humpurey. And your bill, Senator; S$. 3564? 

Senator Hotianp. That is the bill of the Farm Credit Administra- 
tion. 

Senator Humpnrey. And the essential difference in those two bills 
is the degree of Federal participation ? 

Mr. Harvorson. Right. 

Senator Hum”urey. Over the surpluses accumulated which would 
be combined into this new operation under the FICB, is that right? 

Mr. Hatvorson. Yes, and we feel and are fearful that if the Gov- 
ernment kept an interest in the surplus in event of liquidation it 
would be really an opening for control from the Government of a 
system that we hope to be completely farmer-owned and controlled? 

Senator Humpnrey. What is there to this argument that I have 
heard that the two types of stock would be issued—it was a class A 
stock and class B stock. 

Is that in your thinking for the purchase of the assets? 

Mr. Hatvorson. Yes. The farmers will eventually—I have for- 
gotten whether it is A or B 

Senator Humenrey. The B stock. 

Mr. Hatvorson. That will eventually replace all of the Government 
A stock. Then it will be completely farmer-owned and controlled if 
we can avoid this Budget Bureau insistence or request at least on 
maintaining Government interest in surplus. 

That will always be a sore point, always a danger as we see it, if 
we leave that possibility in there. 

Senator Humenrey. Now I have heard from some that the objec- 
tive of course has been that the PCA’s should be completely farmer- 
owned and controlled and all the Government capitalization should 
be liquidated and displaced by farmer capital, so to speak. 

And before that is fully accomplished now you move on into an- 
other operation of the FICB, the Federal intermediate credit bank 
program. 

Mr. Hatvorson. I think that there is only about $2 million of the 
original $90 million of Government capital still in the PCA’s so that 
job is practically completed. 

I don’t think that that amount is sufficient to cause our slowing down 
the effort of eventually, or at least beginning of the process of farmer 
ownership and control of the FICB’s. 

Now this is not something that is scheduled so much a year that you 
have got to meet and if you do not meet it, you are going to be in 
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difficulty. This is a gradual process determined by the—you might 
say the refunds that ‘will be available for retiring the Government 
capital. 

Senator Humrurey. In the PCA’s? 

Mr. Hatvorson. No, in the FICB’s. 

Senator Humpnrey. In the new amalgamated credit unions? 

Mr. Harvorson. Yes. In the PCA’s I think it will still be up to the 
individual PCA and probably the Federal Farm Credit Board to 
determine when a PCA ee return the Government capital. That 
is the way it is now and as far as I know there is no change contem- 
plated in the withdrawal of Government capital from the PCA itself. 

Senator Humpnrry. In case this would all be liquidated by Act 
of Congress—I gather that was your testimony that that is the only 
way an FICB operation could be set aside 

Mr. Hatvorson. Yes. 

Senator Humpnrey (continuing). What was your view as to the 
distribution of whatever assets would remain ? 

Mr. Hatvorson. Well, we feel that the Congress could again at 
that time consider this question and if it seemed that there was to be 
an unfair distribution of spoils, why I think it could take action at 
that time to correct it. 

But we feel that if it was ever to be dissolved there undoubtedly 
would be no surplus there, or else there is a possibility that we would 
have a new farm credit institution of a completely different organiza- 
tional structure and possibly we would want to move the whole sur- 
plus over into that new organization if we ever reorganized again. 

Senator Humrurey. In other words you are not recommending, for 
example, that the stockholders of class B stock or class A stock, 
which in this instance would be the Federal Government, should get 
whatever assets remained ? 

Mr. Hatvorson. As the bill now stands, they would get it, yes; and 
we believe in leaving it that way, for the simple reason of making 
clear that with the retirement of the Government capital this eventu- 
ally will be a wholly farmer-owned and controlled institution. 

If that would seem wrong at the time of the act of dissolution, why 
it could be handled at that time, corrected as we see it. 

Senator Humpnrey. How do you answer this argument of the 
Bureau of the Budget that I have heard that if the Federal interme- 
diate credit bank operation had been a deficit proposition, a failure, 
so to speak, that the Federal Government would have had to pick up 
the ticket, pay the bills, that is,.the taxpayers, so to speak. 

But now that it has been a success, or at least has accumulated what 
is it, some $63 million 

Mr. Hatvorson. I think it is 40 or 60. 

Senator Humpnrey. Well, some considerable amount of surplus, 
now that you want the Federal Government to have no control when 
there is this consolidation ? 

Mr. Hatvorson. Well 

Senator Humpnrey. Don’t misunderstood me. 

T am not necessarily buying that argument. I just heard it. 

Mr. Hatvorson. I think that actually farmers feel so close to this 
system that they feel that they made it a success and therefore de- 
serve to get some of the benefit out of making it a success. 
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Now if it had failed, possibly it would have been due to general 
economic conditions which were beyond the control of the farmers or 
the institution itself. Anyhow, I feel that an institution such as this 
is of great benefit to responsible government because it can go in and 
bolster an important segment of the economy. 

This would not be the first case, however, that the Government has 
taken a loss on something. I think that we have to go on the actual 
facts and not on the hypothesis of a failure. It has worked wonder- 
fully well and I think it is to the credit of farm people and their leaders 
and the administrators of this program. 

Senator Horuanp. It seems to me that the best answer might be 
that the farmers, by the way they have run the organization, and they 
have largely run them, have out of their own pockets by the interest 
that they have paid over and above what is necessary just to continue 
a solvent operation, built up a surplus, and that as in the case of any 
cooperative operation, you look back to see who created the surplus or 
the reserve, and certainly they have created it, and it seems to me that 
it is the proper application of sound cooperation to say that those who 
created it should have it. 

My own feeling is that the sound thing to do is not only to recognize 
that as giving the corporation the right to have this contingent sur- 
plus and reserve as a cushion, they have created it out of their own 
pockets, but also to recognize now once and for all as we pass this 
legislation, that those who have the proprietary right in that in the 
event of liquidation or dissolution are the ones who created it, just as 
you would in any other soundly cooperative approach, and not leave it 
to the Congress in the future to play with it. 

On the contrary, I do not want this to be regarded as a continuing 
federal subsidy because that is a constant temptation for succeeding 
Congresses to reach in and try to control it. 

Senator Humpurey. I think that is a very valid point. That is 
what I am trying to get Mr. Halverson’s comments on, that is primarily 
on the Bureau of the Budget’s criticisms and their recommendations in 
the so-called Administration bill. 

There is that difference between the bill introduced by Senator 
Holland and the bill by the Chairman in behalf of the Bureau of the 
Budget. 

Mr. Hanvorson. Could I make another point in connection with 
that ? 

The bill also provides that there can be no distribution to the stock- 
holders in the way of dividends if this surplus is impaired, so there is 
certainly a clear intention there of maintaining this surplus. 

There is no fear of a spoils distribution, I might say. 

I would like to also answer your question a little further as to the 
justification. 

We have had all kinds of aid to agriculture, and it seems to me that 
the cheapest aid that the Government has ever given to agriculture, 
where the country has gotten more for its money than in anything 
else, has been in the Farm Credit agencies. 

After all, we are returning the capitol intact, 100 percent, and this 
benefit has been very tremendous for a very small cost, as we see it. 

Senator Humpnrey. Just to get it straight, the ultimate disposition 
would be that the PCA’s would own the Intermediate Credit Bank? 

Mr. Hatvorson. That is right. 
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Senator Humrurey. And then of course the individual stockholders 
in the PCA who own the Class B stock, which in turn would be used 
to retire the Class A stock owned by the Government, would be the 
ultimate owners of the intermediate credit system. 

Mr. Hatvorson. Absolutely. 

Senator Humpeurey. And you want to get it free, as Senator Hol- 
land has said, of any theoretical or long-term obligation on the part 
of the Government, obligation which may also include within it injec- 
tion or interference on the part of the Federal Government. 

Is that the theory and thesis of your argument ? 

Mr. Hatrvorson. That is it exactly. 

Senator Humpnrey. Thank you. 

I have great respect for the views of your organization and I gather 
that those are pretty much in line with that of the National Council 
of Farm Cooperatives, is that correct 

Mr. Harvorson. They would have to speak for themselves. 

Senator Humpnrey. I was just looking over the conclusions here of 
their testimony. 

Mr. Hatvorson. Yes, they strongly believe in a farmer-owned and 
controlled credit system as we do. 

Senator Humpurey. Is there pretty much of uniformity of view 
amongst the farm organizations on this matter ¢ 

Mr. Harvorson. On the basic principles, yes. I would say there are 
differences that do exist over this legislation. They are on secondary 
issues. 

Senator Humenrey. But I mean as far as this exclusive ownership 
and control by the farmers themselves and the PCA, is that pretty 
well agreed to by the farm organizations insofar as you know ? 

Mr. Hatvorson. Yes, I would say that is 100 percent. If there is an 
exception [ would not know about it. 

Senator Humpurey. Thank you very much. 

Senator Hoiianp. It seems to me that any insistence that the gov- 
ernment should own the reserves and surpluses after the organizations 
have paid the franchise tax which the Bomatiean had imposed as our 
measure of the right of the government to participate in the earnings 
would be almost as bald a thing as to have the Government ask shippers 
who had used a certain river that had been made a valuable channel of 
commerce, and which shippers had earned some profits on, to con- 
tribute those profits or part of them back to the government, not- 
withstanding that there was not any such condition imposed for the 
user at the time they used it. 

Mr. Harvorson. That is exactly it. 

Senator Hotianp. It does not make sense to me to insist that the 
surplus reserve now should belong to the Government. 

Thank you very much, Mr. Halvorson. 

Mr. Hauvorson. Thank you for the privilege of testifying. 

Senator Humenrey. Mr. Chairman, one of the gentlemen that testi- 
fied over in the House Committee with reference to these bills left 
off at my office a statement which he asked me to have placed in the 
record, and I said that I would do it. 

I am not familiar with the body of this statement, the text of it, 
but I ask to have it included in the record. 

Senator Hot_anp. Without objection, it will be done. 
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STATEMENT FILED BY LLoyp GopLey, PRESIDENT, SECRETARY-TREASURERS AND 
PRESIDENTS OF THE ARKANSAS PRODUCTION CREDIT ASSOCIATIONS, OSCEOLA, ARK. 


I am Lloyd Godley of Osceola, Ark., president of the Secretary-Treasurers and 
Presidents of the Arkansas Production Credit Associations. 

I am a farmer, a member of Planters Production Credit Association, and 
general manager of the association. , 

I helped to organize the production credit associations in the Wichita district, 
served for a time as field credit supervisor, and later served as field repre- 
sentative for the Production Credit Division, Washington, D. C. 

I am here representing 10 associations of my State. 

We do not question the good intention of those who have prepared this legis- 
lation, nor the high purpose of the honorable gentlemen whose names appear as 
sponsors of this bill. We shall do our best to be constructive in our opposition. 
We shall strive to point out what we consider to be wrong and in the end, we 
shall offer an alternative. 

We have no objective in being here except to protect the interest of us farmers 
who own the production credit associations. 

We will first call your attention to the declaration of policy set forth in this 
bill, a part of which is as follows: “To facilitate farmer ownership of the 
merged banks, and retirement of Government capital therein; to encourage and 
promote the continued growth and development of production credit associations 
as self-supporting cooperative lending institutions.” 

We think it unfair to single out the farmers who own the production credit 
associations and demand that they be responsible for retiring Government capital 
from the Federal intermediate credit bank. 

We do not see how this bill can in any way encourage and promote the con- 
tinued growth and development of the production credit associations, but we 
shall point out many reasons why we feel that this bill, if passed, may work to 
the detriment of our associations. 

Under the guidance and constructive supervision of the production credit 
corporations, there has been developed a nationwide system of production credit 
associations without precedent in soundness of operation or service to the farm 
people. 

There is nothing inherent in a farmer capitalized and operated credit institu- 
tion to make it safe or sound. 

Before production credit, we had many farmer-operated credit institutions, dis- 
counting through the intermediate credit banks that failed for lack of proper 
guidance and supervision. We, therefore, consider it extremely unwise to elimi- 
nate the production credit corporations from the system. 

Even though the production credit associations may be required to completely 
support the corporations, we still feel that its service will be worth much more 
than it will cost. 

We do not consider it fair or in the traditions of our Government, to terminate 
by legislation, the officers and employees who have built this system. 

We do not claim that the motive back of this section of this bill is to silence 
those officers and employees who might otherwise oppose the bill, but we are of 
the opinion that it has done that very thing. We can see the possibility of such 
legislation throwing the farm credit system wide open to political appointments. 

As you gentlemen well know, the Federal intermediate credit banks were not 
set up for the purpose of serving production credit associations. They were set 
up 10 years before the production credit system. 

The Federal intermediate credit banks have, and do, serve well as the diseount- 
ing agency for other financial institutions lending to farmers, which inelude 
banks, livestock associations, cotton factors, et al. 

We see nothing fair in forcing production credit associations by legislation, to 
bear the burden of purchasing a bank of discount for the use of other financial 
institutions. We are sure that many of the other financial institutions feel the 
same way about this matter. 

The proponents of this bill may claim that the purchase of Federal Intermediate 
Credit Bank will be a benefit, not a burden, to the associations. With this we 
must disagree. Let us point out that the average association will be required, 
under this act, to invest about $30,000 of its capital in the Federal Intermediate 
Credit Bank. This amounts to approximately 14 percent of the total capital stock 
of our associations. , 

The use of this capital will be lost to the production credit association for a 
very minimum of 20 years—some have estimated it at 40 to 50 years. This capital, 
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while still figured as an asset of the production credit association, cannot be used 
as security for production credit loans. 

This loss to each production credit association of $30,000 effective capital will 
mean a loss of $15 million for all production credit associations in the Nation. 

We would like to know how such can encourage and promote the continued 
growth and development of the production credit associations. 

In order that our associations might become farmer-owned and have sufficient 
capital left to serve the credit needs of our respective communities, many of us 
purchased stock far in excess of the amount necessary to qualify our loans. To us 
it does not seem quite fair to legislate this hard earned capital into Federal Inter- 
mediate Credit Bank against the will of the farmers who put up the money. 

We are vigorously opposed to ownership without control. 

Should the production credit associations ever own the Federal Intermediate 
Credit Bank, they would have no control whatsoever under this proposed leg- 
islation. 

A board, composed as are our district farm credit boards, can never by the great- 
est stretch of the imagination, be considered a production credit board. 

Should you gentlemen recommend to the Congress that this bill be passed, we 
would hope and pray that you amend it to require a separate board for produc- 
tion credit. Instead of decentralizing the System—bringing it closer to the 
people it is to serve—this bill centralizes 15 functions in Washington that are now 
being performed at the district level. 

The proposed bill provides that after all class A stock of the Federal Inter- 
mediate Credit Bank has been retired, the bank may then retire class B stock 
held by the production credit associations. There is no limit set on the amount 
of class B stock that may be so retired; therefore, it may be assumed that the 
Federal Intermediate Credit Bank would retire all the class B stock owned by 
the associations. 

In such case, the Federal Intermediate Credit Bank would evidently become a 
public trust. Even though the production credit associations had put their capital 
into the Federal intermediate credit banks with the expectation of eventual 
ownership, they would find that they had no ownership at all should Federal In- 
termediate Credit Bank see fit to retire the class B stock. 

We have been asked the question, what do you propose as an alternative to 
the proposed legislation ? 

Our answer is that we need no alternative legislation at this time. 

We have a most excellent production credit system, that has served well the 
farmers of the Nation for the past 22 years. 

When the Farm Credit Act of 1933 was passed, there was no indication that 
the Congress would ever require, or expect, the production credit associations 
to purchase the Federal Intermediate Credit Bank or the Production Credit 
Corporation. 

The farmers have done a magnificent job of conserving the capital appropriated 
by the Congress to capitalize the associations. Through careful management 
the majority of the associations have returned to the Production Credit Corpora- 
tion all of the Government capital. But, despite good management, adverse 
conditions have prevented some of the associations from becoming completely 
farmer owned. 

Now, under this proposed bill, with no choice of their own, they are to be 
burdened for at least a generation with the greater task of purchasing the 
Federal Intermediate Credit Bank, and this, mind you, before they have completed 
the job of farmer ownership of the associations. 

It is popular to preach complete farmer ownership of the farm credit system. 
It should be more popular to have a system that gives the greatest amount of 
credit service to the farmer at the lowest cost to him. 

We farmers, all of us know, are in a severe cost-price squeeze. We cannot 
see the logie of the Congress on the one hand passing a farm bill to relieve the 
pressure of low farm prices, and on the other hand passing legislation that will 
burden the farmers’ credit institution. 

For the duration of this farm crisis, we honestly believe that the Government 
capital should be kept in Federal Intermediate Credit Bank and Production 
Credit Corporation. Their operations should be streamlined for economy and 
efficiency. The Federal Intermediate Credit Bank should in reality become a 
bank of discount. It should give up the practice it has followed for the past 
22 years of being a primary lender. 

We read in the papers that the President has recommended foreign aid of 
$4.8 billion. We would not question the judgement of our President in reference 
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to his foreign aid recommendations. With the well-being of our country at 
heart, we are confident that he would make no recommendation except what he 
honestly considered best for us all. 

The reason we mention this foreign aid is that the Government capital in our 
Farm Credit System is just a pittance compared to our annual foreign aid 
contribution. It would seem to us that the well-being of the American farmer 
is, to say the least, equal in importance to that of our presumed friends in foreign 
lands. 

We believe that the proposed bill will not reduce—but may increase—the cost 
of the farmers’ production money. 

We are confident it will reduce the ability of the production credit associations 
to serve the people. 

If it means farmer ownership, it will be ownership without control. 

It will force farmer-owned credit institutions to invest their capital in an- 
other corporation. 

It will deprive associations of a type of counsel and supervision that has proven 
good and dependable. 

It may mean that the Federal Intermediate Credit Bank will eventually be a 
public trust corporation instead of being owned by the production credit associa- 
tions. 

Seeing this bill from the point of view of the farmers who own the associations, 
we therefore can see nothing good in it. 

All the associations that have been represented before you gentlemen, or that 
have communicated with you in approval of this bill, would evidently take stock 
in the Federal Intermediate Credit Bank, if you made this feature optional. 

We assume this since they think ownership of such stock will be so advanta- 
geous for the Production Credit Association. 

If a little stock is good, no doubt more stock would be better; therefore, should 
you make stock ownership optional, we shall be glad to let any association have 
our share of the Federal Intermediate Credit Bank stock, thus permitting some 
association to have a double dose of a good thing. 

We prefer forgoing our pro rata share of Federal Intermediate Credit Bank, 
taking our chances along with the other financial institutions. 

We urge that you gentlemen of the committee do not recommend the passage 
of this bill. 


Senator Hotianp. Mr. John C. Lynn. 


STATEMENTS OF JOHN C. LYNN, LEGISLATIVE DIRECTOR, AND 
HUGH F. HALL, LEGISLATIVE ASSISTANT, AMERICAN FARM 
BUREAU FEDERATION 


Mr. Lynn. My name is John C, Lynn, and I am legislative director 
of the American Farm Bureau. 

Mr. Hugh Hall, who is our specialist in this field, is with me. 

I recognize the time factor and I would like with your permission 
to file this statement for the record and make one or two comments 
and point out one or two highlights of the statement. 

Senator Hotianv. Without objection, the statement will be filed. 

(The statement submitted by Mr. Lynn is as follows :) 


Mr. Chairman, gentlemen of the committee, we wish to express our apprecia- 
tion on behalf of the American Farm Bureau Federation for this opportunity to 
appear before your committee and present our views concerning the proposal to 
merge the Production Credit Corp. with the Federal Intermediate Credit Banks. 

The American Farm Bureau Federation is a voluntary, non-governmental or- 
ganization of farmers, the total family membership of which numbers 1,623,222 
as of last November 30. 

The American Farm Bureau Federation has for many years actively supported 
the decentralization of the Farm Credit Administration which finally resulted 
in the enactment of the Farm Credit Act of 1953. Among the objectives which 
were, sought are farmer ownership and control of the several Farm Credit in- 
stitutions and the retirement of Government capital in the System. These prin- 
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ciples were set forth in our resolutions of 1952 and 1953 and support for them 
has been continued since that time. 

A number of objectives included in our resolutions have already been achieved. 

We would like to review our resolutions of 1953 in this regard and make 
comments on the status of various recommendations and indicate those that are 
covered by the pending legislation. 

Our resolution of December 1953 reads as follows : 

“The Farm Credit Act of 1953 is a long step toward a fully farmer-owned 
and controlled Farm Credit System. Much remains to be done in authorizing 
sound provisions for the retirement of Government capital, in authorizing sound 
and business-like procedures and in policy making by the Federal Farm Credit 
Board.” 

This portion of the resolution lays the groundwork for the establishment of 
a fully farmer owned and controlled Farm Credit structure. The Federal Land 
Bank System has already reached this objective both as to farmer ownership 
and control and as to the retirement of Government capital, The Farm Credit 
Act of 1955 has set up the program under which the banks for cooperatives will 
be able to retire the Government capital invested therein. 

Continuing with the resolution : 

“The Farm Credit Act of 1953 directs the Farm Credit Board to propose 
legislation designed to hasten the retirement of Government capital in the Farm 
Credit System on a sound basis and to improve the operation and service of the 
system. The Farm Credit Board should give consideration to the following in 
its recommendations : 

(1) Authority should be provided for the Federal land bank to purchase 
the remaining assets of the Federal Farm Mortgage Corporation. The Farm 
Credit Board should study the possibility of using this corporation, if acquired, 
to either insure or to make loans at appropriate interest rates to supplement 
those now made by Federal land banks based upon appraised normal agricul- 
tural value. There is real need for more adequate loans, and this may be the 
best way to provide them without jeopardizing the financial condition of the 
land banks.” 

The purchase of the assets of the Federal Farm Mortgage Corporation has 
been provided for by special enactment. 

The resolution continues : 

“There should be authority for the Production Credit Associations to pay a 
preferential dividend on class-A nonvoting stock to encourage farmer investment 
and thereby provide more capital for the retirement of Government investments 
in the Production Credit Associations.” 

This authority was granted by the Farm Credit Act of 1955. 

The resolutions continue : 

“Provisions should be enacted to encourage cooperatives borrowing from the 
banks for cooperatives to purchase stock in the banks on a sound basis that 
would speed the retirement of Government capital in such banks.” 

This resolution also was embodied in the Farm Credit Act of 1955. 

The next point in the resolution provides : 

“Government capital remaining in the Farm Credit System should be retired 
in a manne and at a rate that will maintain the financial strength of each 
unit. All the retired Government capital should be placed in a permanent 
revolving fund subject to being called back into the system by the Farm 
Credit Board with the approval of the Secretary of the Treasury. When such 
capital is recalled the Farm Credit System should pay a rate of interest on the 
amounts recalled that would equal the average rate paid by the Government 
in that year on funds it borrows.” 

We believe the principles embodied in this bill are consistent with this resolu- 
tion—as is the Farm Credit Act of 1955 with respect to the banks for cooper- 
atives. The pending legislation provides for the retirement of Government 
eapital in the Production Credit Corporations and the Federal intermediate 
credit banks in a manner designed to maintain the financial status of each of 
the merged Federal intermediate credit banks. 

The bill also provides that the Government capital retired, as a result of this 
legislation, will be placed in a permanent revolving fund subject to being called 
back into the System as may be required. When this is done the Farm Credit 
System will pay either interest or a franchise tax as provided in a formula in 
the bill for determining the amount of payment for use of such funds. 


Our 1953 resolution also provides: ‘The maximum loan limit of the land banks 
should be raised to a more realistic level.” 
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This was done in the Farm Credit Act of 1955. 

The resolution further states: “The banks for cooperatives should be au- 
thorized to issue consolidated debentures, 

This likewise was authorized in the 1955 act. 

The resolution continues: “The Farm Credit System should be removed from 
the provisions of the Government Corporation Control Act.” 

We understand the pending bill will carry out this recommendation except 
with respect to the audit power which exists with regard to mixed ownership 
corporations. Whenever any Federal intermediate credit bank has retired its 
Government capital, it will then be free from the latter requirement. 

Our resolution continues: “The Farm Credit System has the purpose of pro- 
viding sound and adequate credit facilities for farmers and farmer cooperatives 
at the lowest possible cost. We urge the adoption of measures and procedures 
including such consolidation and unification or coordination as will best serve 
the needs of farmers and farmer co-ops.” 

The proposed merger of the production credit corporations and.the Federal 
intermediate credit banks, under the plan recommended in these bills for the 
retirement of Government capital, is intended to place the Farm Credit insti- 
tutions in the position of achieving the ends of the foregoing resolutions. 

While the production credit associations have been doing the major portion 
of business with the Federal intermediate credit banks in recent years, there 
have been so-called other financial institutions which have been using the lean 
and discount facilities of the Federal intermediate credit banks. 

In the pending bills it is proposed that the production credit associations pro- 
vide the initial capital necessary to begin the retirement of the capital invest- 
ment of the Federal Government. They would also become, in the event of ulti- 
mate liquidation or dissolution of the banks, the beneficiaries of the accumulated 
surpluses in both the production credit corporations and the Federal inter- 
mediate credit banks. We recognize that the bill provides these surpluses ex- 
isting at the time of the merger are prohibited from being distributed as patron- 
age dividends. There remains, however, discrimination as between the pro- 
duction credit associations and the “other financial institutions” with respect 
to surplus funds existing at the time of the merger, in the event of liquidation or 
dissolution of the banks while in a solvent condition. In addition to discrimina- 
tion on this point, there has arisen concern relative to the voting rights and 
privileges of the “other financial institutions” as compared with production 
credit associations. To correct this, the executive committee of the American 
Farm Bureau Federation on April 16, 1956 adopted the following motion: 

“That we support the bill with an amendment to give farmer owned and con- 
trolled financing institutions which operate on cooperative principles, and which 
have been using the facilities of the Federal intermediate credit banks, an elec- 
tion to acquire stock ownership, including voting rights and privileges and the 
right to participate in any ultimate distribution of the surpluses existing at the 
time of the merger, on the same basis as the production credit associations, this 
election to be exercised within a reasonable time prior to the effective date of 
the proposed merger.” 

The change on page 14 of the bill of the word “three” to the word “seven” 
represents a very important and constructive change in short-term credit. The 
effect of this provision is to authorize the banks to discount so-called intermediate 
term credit paper running up to 7 years. Present law now provides for a 3-year 
term as maximum. 

Our resolutions provide: “Longer-term production loans are needed by many 
farmers. Loans for 2 to 7 years, bridging the gap between short-term and long- 
term credit, may be desirable for the purchase of machinery and equipment, 
improvement and construction of farm buildings, and establishment of some 
types of livestock operations. Commercial and cooperative lending agencies 
should provide intermediate term credit for farmers for these particular needs. 

“We urge lenders to take steps to meet this type of credit need.” 

We believe that with amendments designed to carry out our recommendations, 
the proposal should be enacted into law. 


Mr. Lynn. We are in support of the legislation under consideration, 
S. 3564. We think it is a step in the right direction. We have long 
been for and supported legislation for farmer ownership and control 
of the farm credit institutions. 

76921—56——10 
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I would call your attention, about the middle of page 4, and I would 
like to read from the statement because there has been a problem 
raised by several of the States. We have some special action dealing 
with it. 

While the production credit associations have been doing the major portion 
of business with the Federal intermediate credit banks in recent years, there 
have been socalled other financial institutions which have been using the loan 
and discount facilities of the Federal intermediate credit banks. 

In the pending bills it is proposed that the production credit associations pro- 
vide the initial capital necessary to begin the retirement of the capital invest- 
ment of the Federal Government. They would also become, in the event of 
ultimate liquidation or dissolution of the banks, the beneficiaries of the accumu- 
lated surpluses in both the production credit corporations and the Federal inter- 
mediate credit banks. 

We recognize that the bill provides these surpluses existing at the time of the 
merger are prohibited from being distributed as patronage dividends. There 
remains, however, discrimination as between the production credit associations 
and the “other financial institutions” with respect to surplus funds existing at 
the time of the merger, in the event of liquidation or dissolution of the banks 


while in a solvent condition. 
In addition to discrimination on this point, there has arisen concern relative 
to the voting rights and privileges of the “other financial institutions” as com- 


pared with production credit associations. 
To correct this, the executive committee of the American Farm Bureau Federa- 


tion on April 16, 1956, adopted the following motion : 

“That we support the bill with an amendment to give farmer owned and con- 
trolled financing institutions which operate on cooperative principles, and which 
have been using the facilities of the Federal intermediate credit banks, an 
election to acquire stock ownership, including voting rights and privileges, and 
the right to participate in any ultimate distribution of the surpluses existing 
at the time of the merger, on the same basis as the production credit associa- 
tions, this election to be exercised within a reasonable time prior to the effec- 


tive date of the proposed merger.” 

Mr. Chairman, we recognize that part of this language here might 
be incorporated as an amendment to the bill, and we also recognize 
that part of the information in this language will have to be an ad- 
ministrative matter in that there has to be a determination of those 
institutions which operate on a cooperative principle. 

We simply bring this to the attention of the committee. 

It has been brought to our attention sufficiently for us to call a 
special meeting of the executive committee to give it consideration, 
and we would recommend that the committee give consideration to this 
proposal in your final consideration of the bill. 

Senator Hotianp. I note that you tie together the two things, the 
giving of an election to the OFT’s which operate on cooperative prin- 
ciples to acquire voting rights and privileges and stock ownership, 
and also to participate in ultimate distribution of the surpluses exist- 
ing at the time of the merger. 

The two do not have to be tied together, do they ? 

Mr. Lynn. No. 

Senator Hotianp. In other words, the recognition of sound coopera- 
tive principle almost insists upon the recognition of the second of 
those items, because the present surplus or reserve has been created by 
nonstockholders as well as stockholders, and without in any way handi- 
capping the use of that fund as a continuing cushion or reserve up 
to the time of liquidation. It seems to me that if we are going to have 
a sound cooperative principle recognized, that you must recognize that 
those who contributed to setting it up, creating it, ought to be equally 
entitled to participation in the event there is a liquidation. 
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Do you support that principle? 

Mr. Lynn. Yes. 

Senator Hotitanp. And do you also support the principle that that 
conclusion is not necessarily tied to the first part of your position, that 
is giving them the right to come in and acquire proprietary interests in 
the capital structure of the organization ? 

In other words your position applies only to organizations and 
OFT’s that are operated as cooperatives ¢ 

Mr. Lynn. As cooperatives. 

Senator Hotianp. And the latter part is broader than that which 
applies to everybody who has participated in setting up the surpluses 
on hand at the time of the merger ? 

Mr. Hatt. May I comment, Senator Holland ? 

Senator Hotianp. Yes, Mr. Hall. 

Mr. Haut. I think that the intention—having heard the discussion 
of this matter in the committee—was to limit this to farmer owned and 
controlled cooperatives. 

Senator Hotzianp. As to the first part? 

Mr. Hat. Well, as to both parts. 

In other words, I gather that your thought is that noncooperative 
borrowers have contributed something to this surplus too, that is, the 
existing surplus. 

Senator Hotianp. Yes. 

Mr. Hauu. Now our thought was, however, that inasmuch as we 
want this to be a farmer owned and controlled institution, that it would 
not be possible to accord those people rights in the institution. 

Now you are drawing our attention to the fact that possibly we 
might have meant to have included them in some rights in the value 
of the surplus. 

Senator Hotnanp. You do it after January 1, 1957, because people 
who are not stockholders that are dealt with, you require to have the 
same interest in reserves and surpluses created after the merger 
as will the associations, and I think that is sound approach. 

That is the cooperative principle. But in my view you are not 
on sound ground if you are unwilling to apply that same cooperative 
principle to the reserves now on hand. 

And it won’t disturb the operation at all. You could have the 
same conditions that the reserve surpluses now on hand should be 
abandoned by the Government, should become an asset, be maintained 
as a reserve, may not be used in connection with the dividends or 
the like, and can be distributed only on liquidation, but when dis- 
tributed on liquidation, that they shall be regarded as belonging to the 
people who created them, whether they were members or nonmembers. 
T see no way to get away from that. 

Mr. Hatt. I think that it is possible to give this construction to the 
language, and I do not think that there would be objection to it. 

Senator Hottanp. You have no objection to making the broader 
principle applicable to the second part of your recommendation ? 

Mr. Hatz. That is right. 

Senator Hotianp. You stand by your recommendation No. 1, the 
first part of it, that those OFT’s that are bona fide cooperatives should 
have the right at the time of merger to come in and become stock- 
holders; is that it ? 
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Mr. Haty. And have voting rights in that regard. 

Senator Hotianp. I think I understand your suggestion. 

Senator Munpr. We had testimony yesterday that a big percentage, 
L have forgotten how large, of the OFI’s who had helped to create 
the surplus had subsequently gone out of existence. What was the 
percentage you gave us, Governor ¢ 

Mr. Toorriy, There are 84 OFI’s at the present time who do busi- 
ness with the credit banks out of a total of about 1,200 that at some 
time or other since 1923 have done business with the credit banks. 

Senator Munpr. Had the remainder of those 1,200 continued in 
operation, they would be entitled under this interpretation that you 
have agreed to with the Chair, to their pro rata share of the surplus 
in case of dissolution. 

Since they no longer exist and no longer function in that capacity, 
what is your suggestion as to who is entitled to pick up the dividend 
that they would have gotten had they been in existence? 

Mr. Haut. I think as a very practical matter it had to be left in 
there for the benefit of those who remain. I see no other alternative 
to that. 

Senator Hottanp. And if there are some who do not have legal 
existence or legal representation, the Government can reach in and 
expropriate that part of the undistributed assets at the time. 

They have done it in the States time after time after time with 
reference to banks that have been liquidated, and I have no doubt 
that precedents exist in the Federal law, though I am not familiar 
with that. 

Senator Munpr. You mean that the Government would take that 
part of it? 

Senator Hotitanp. Oh, yes. Many States have laws to the effect 
that unclaimed deposits after so many years are expropriated by the 
State. 

Senator Munpr. That is right; but I understood them to say that 
they felt it should be included in the pool to enlarge the dividends of 
those who continue. 

Senator Hotianp. That is what I am afraid it might be construed 
as, and I think that you are asking for trouble when you put that kind 
of a provision in because it is a departure from the soundly cooperative 
practice that is recognized in your operation after January 1, 1957. 
You recognize everybody from that time forth equally—— 

Mr. Hau. That is right. 

Senator Hotuanp (continuing). That creates any reserve, and I 
think that that same principle should apply to this watermelon that 
is here that you are going to cut, but upon which you are going to 
build to create a larger, continuing reserve. 

Why ask for trouble by applying in your legislation an unsound 
rule to the ultimate distribution of that reserve, if it should ever be 
distributed ? 

Senator Munpr. That was my question as to that slice of the water- 
melon loan which is unclaimed because of the fact that some of these 
OFT’s have ceased to function. 

Now, as I interpreted what you said, ome said you just put that back 
in the watermelon and give each of the participants a bigger slice, 
and I understood the chairman to say that 1s not so. 
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That particular unclaimed slice should be returned to the Federal 
Government as in the case of unclaimed deposits in a lot of banks 
which are closed. 

Senator Hottanp. What I said is that that remedy is available to 
the Government at that time if it wants to exercise it. 

It does not have to exercise it. The thing I do not want is for us 
to include a formula in the legislation when we pass it that obviously 
conflicts with sound cooperative legislation. 

In other words, at that time, 50 years from now or 100 years from 
now, when a few of us who are here won’t be much interested in what is 
going on, is the time to take care of its own problem of distribution, 
but I do not want to see an unsound principle of participation in that 
distribution incorporated in this legislation. 

I think we are just asking for trouble if we do. 

Mr. Lynn. We would agree thoroughly. 

Senator Humpurey. What happens, Mr. Chairman, is that this ac- 
cumulated reserve becomes a part of the general new capital for the 
consolidated operation, the intermediate credit bank operation. 

Senator Hotianp. Subject, however, to the condition in the legis- 
lation that it may not be used for dividends. 

Senator Humenrey. That is what I mean. 

Senator Hotianp. It is a continuing reserve. 

Senator Humpurey. A continuing reserve of working capital, so 
to speak. 

Senator Hotianp. A continuing reserve to be drawn upon in the 
event there are losses that destroy your capital structure. 

Senator Humpurey. Now let’s assume that something should hap- 
pen so there would be dissolution of this whole enterprise. That so- 
valled, as you put it, continuing reserve would be eligible for distri- 
bution on a priority basis first to the PCA; would it not? 

Senator Hoi.anp. First to the people who created it, and most of 
it would have been put in there by the PCA’s. I think our testimony 
yesterday showed 80 percent had been put in by the PCA’s. Cer- 
tainly nobody else would have any claim to that. 

Senator Humpnrey. But it would be eligible for distribution to 
the people who bought the initial stock in this farm intermediate 
credit bank operation. 

Senator Hotianp. To the people whose operation as interest pay- 
ers created the reserves. 

You see, this reserve would never have come into being if the con- 
cern had just run on an even line here not to create any reserves. 

Senator Humpnrey. Yes, I understand. 

Senator Hotianp. It has been created by people who paid more 
than they had to pay to keep the organization merely solvent. So 
the general application of a cooperative law to this situation would 
require our recognizing this as belonging fo the people who created it. 

Senator Humpnrey. That is right. 

Senator Hotianp. Eighty percent of it having come from PCA 
sources as I understood the testimony yesterday, is that right, Gover- 
nor Tootell ? 
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STATEMENT OF R. B. TOOTELL, GOVERNOR, FARM CREDIT 
ADMINISTRATION—Resumed 


Mr. Tooretx. That is right. 

Senator Hottanp. Approximately 20 percent from other sources. 
I do not think there is anything for us to worry ourselves about here 
except to be sure that the provision we have in the legislation is un- 
assailable in the soundness of its application of cooperative law to 
this situation. 

Senator Humrurey. The only point I was trying to suggest and it 
may only be a theoretical point, later on unless this is made rather 
clearly in the legislative history concerning this bill or in express 
statutory language, that you are apt to have one of these OFT’s that 
apparently went out of existence or ceased to function come back by 
some thin thread of continuity of life and try to stake out some kind 
of a claim, even though it has not been an operating financial institu- 
tion for a considerable period of time. You sometimes find the charters 
along with officers in sort of cold storage, and when there is a melon to 
be cut up, why they seem to have new life. 

Now we have witnessed this in terms of even such things as rebates on 
telephone rates and gas rates where apparently a business institution 
went out of business, but you would be surprised how quickly there is 
resurrection of the economic body here on this. 

What I was concerned about was whether or not we are spelling this 
out by intent or legislative history to obviate such a chance. 

Senator Hottanp. You cannot preclude that chance. 

( Discussion off the record. ) 

Senator Munpr. May I ask a question about the other phase of 
your recommendation ? 

We seem to be in general agreement about the second part and I did 
not sense any objection to that of any serious nature on the part of 
those testifying yesterday for the Farm Credit Board, but the Farm 
Credit Board did suggest that this matter of including voting rights 
and privileges be not extended to the OFI’s but that you participate 
as people would participate in dividends of a co-op to which they did 
not belong. They would get the patronage dividends and benefits but 
not have voting rights. 

How seriously do you regard your insistence on voting rights and 
privileges ? 

Mr. Haz, Our feeling was that those other financial institutions 
which are farmer-operated, farmer-owned and controlled, should have 
the opportunity to put up their pro rata share of the initial cost, and 
get a certificate, a class of stock for so doing, and in conjunction with it 
would flow ownership including voting rights and privileges that 
usually appertain to such evidences of contribution. 

We felt that that was desirable. That does not impair or diverge in 
any way from the concept of farmer ownership and control. 

It so happens that in addition to production credit associations 
which are farmer owned and controlled, that there are other coop- 
erative associations which have, for some time, used the services of the 
intermediate credit banks which are also farmer owned and controlled. 

We felt that they ought to be brought in to that degree. 
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Senator Munor. I understand. With that definition in mind, Gov- 
ernor, would that meet the recommendations and the point of view 
of the Farm Credit Board ? 

Mr. Toore.u. Senator Mundt, it definitely was not in the thinking 
of the Farm Credit Board at the time they recommended this legisla- 
tion. 

Senator Munpr. They have delimited it now, of course, to just one 
phase which is farmer-owned and farmer-operated on the cooperative 
principle. 

Mr. Tooretz. Yes. 

Senator Munopr. So they have got quite a few limitations. 

Mr. Tooretx. I am sure our Board would raise the question as to 
what restrictions and responsibilities those cooperatives would be will- 
ing to assume in return for the privileges that they would be granted 
under the proposal of the Farm Bureau. 

The production credit associations are federally chartered, they are 
subject to Federal supervision, they are restricted as to territory, and 
they have certain other limitations on them that we would find very 
difficult to reconcile with the position of the co-ops that are proposed 
to come under this. 

As a matter of fact, I just do not know how you could give them 
anything but a preferred status in comparison with the PCA’s which 
make up the great body of the users, and I am sure that the Federal 
Farm Credit Board would feel that the purchasers of the interme- 
diate credit banks should be restricted to the production credit asso- 
ciations which are federally chartered institutions and are part of this 
great system that Congress created in 1933. The Board believes that 
the provisions of the bill and the history of the legislation give ample 
assurance to the OF I’s that they would always have equal access with 
the PCA’s, to the discount facilities of the intermediate credit banks. 

Senator Munpr. I think the Governor makes an interesting point 
there. I would like to hear the comment of the Farm Bureau people. 

I think he points up the difficulty, it is rather hard to commingle 
voters who assume different types of responsibilities. 

We do not do that here in the legislative business. We have dele- 
gates from Hawaii and the Philippines who exercise certain functions, 
but do not exercise the function of voting because they do not ac- 
cept certain responsibilities. Now do you recognize the validity of 
that point of view, and if so, what is your response ? 

Mr. Hatt. Yes, we recognize the validity of the point of view. 

However, as Governor Tootell has just commented, it would seem 
that instead of changing the privileges and the rights of the farmer- 
owned and controlled co-ops which are part of the other financial in- 
stitution group, that they are actually cementing them more firmly into 
the privileges that the act confers. 

Senator Munpr. How about the responsibility ? 

Mr. Hatz. Well, what responsibilities are there? The responsibility 
first here is that these farmer-owned and controlled co-ops put up their 
money in the same fashion as the production credit associations put 
up their money. 

In so doing, we would suggest that they be afforded this right to one 
number, one co-op vote. I do not know what responsibilities you can 
assert other than that the paper that they offer be of the same standard 
that PCA paper is. 
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Now that does not seem to be a type of responsibility that is any 
different from what it has been in the past. 

Senator Hotianp. Is it true that many of the members of the PCA’s 
are themselves cooperatives, cooperative associations ¢ 

Mr. Hatz. I cannot answer that. I do not believe that members of 
production credit associations as such are cooperative associations, 
are they ¢ 

Mr. Toore... Not cooperative associations, no. 

Many of the farmer members of PCA’s are members of other co- 
operatives. 

Senator Hotnanp. But cooperatives as such cannot hold member- 
ship in the PCA’s? 

Mr. Tooretn. That is right, sir. 

Senator Hottanp. All right; then how do you meet this point, that 
if you start recognizing other co-ops than the PCA’s, you are going to 
affect the desir ability of membership in PCA’s? 

Here is a co-op that is trying to render a rounded service to its mem- 
bers and it will say to its members who are in PCA: “Well, I will take 
«a membership of my own and I do not have to be restricted by terri- 
torial boundaries or anything of the kind. There is no use for you, my 
members, being also members of PCA, we will come in here and oper- 
ate as a separate unit, notwithstanding the fact that we cut across the 
lines of the PCA’s that serve this general area.” 

Don’t you think it would be a weakening factor with the PCA’s to 
have a situation under which co-ops could themselves become members 
on an equal basis with PCA’s stockholders ? 

Mr. Hatz. Lam not sure I gather your picture. 

Let me see if I can state it. 

Senator Hottanp. Let me make it plainer. 

You have a PCA here operating in a territory which is assigned 
to it. There may be 10, 12, or 20 cooperatives, marketing cooperatives, 

care-tending cooperatives and the like operating in that same territory, 
but not exac ‘tly under the same line. 

Senator Munpr. It should be in the same line. 

Senator Hot.tanp. Suppose each of them says “Well, here, why 
should we continue to let our members go over to the PCA when we 
can get stockholding representation in the Intermediate Credit Bank 
and take care of them directly and take care of them just as well as 
the PCA’s have been taking care of them and have all of our ser vices 
to them joined together under one roof and in one organization.” 

Wouldn’t you find each of these co-ops in that area subjected to the 
temptation of w ithdrawing its members who were members of PCA 
and going it alone, going direct to the Intermediate Credit Bank? 

Mr. Haut. I suppose some of that. 

However, there exists now this group, a small number of coopera- 
tives, which are in that position. There has been no difficulty of this 
kind develop 

Senator eexasn They have not been voting members though. 

Mr. Hatx. No, they have not been voting members. 

Senator Hotianp. And they have not been able to therefore repre- 
sent their people, their individual members as effectively as they would 
if they became voting members, holding office let’s say, some of them 
in the Intermediate Credit Bank’s official boards. 
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It seems to me that it would be a weakening maneuver that would 
be sure to break down to some extent the strength of the PCA’s. 

How do you meet that ? 

Mr. Hatt. Well, in the first place this was viewed in terms of the 
fact that there are only 24, I believe, of the 94 other financial institu- 
tions now discounting paper of the Federal Intermediate Credit Banks 
which are of the class concerning which we are speaking. 

Senator Hottanp. Would you Bimit the right to become stockholders 
to those who had done business in the past ? 

Mr. Hatu. This was the intention. 

ae Hotianp. You would cut off the principal as of January 
1, 1957 

Mr. Hau. This I have to say was the intention when this recom- 
mendation was phrased. 

Mr. Lynn. I think that is exactly right, and we do not want in any 
way to open up a floodgate here with regard to this, because we have 
a great deal of confidence in the Federal Farm Credit Board and in 
the Administrator and we simply bring this up as a problem that does 
exist. 

We have had a lot of questions raised about it, and within the sco 
of the legislation and without weakening the system in any way, work- 
ing toward the objective that we all seek, if the Congress or the Admin- 
istrator can recognize this principle without weakening the system, we 
would like to see it done. 

However, we would not want to open up the thing, Senator Holland, 
to new cooperatives that might want to come in. 

Senator Hotianp. How would you justify confining this right of 
stockholding and full participation to a limited number of co-ops who 
have participated in it up to this time, and deny that same right to 
co-ops who would participate after January 1, 1957? 

Mr. Lynn. These new ones certainly would not have contributed 
anything to the whole institution, and I think you would be justified 
in saying those in existence now who are using these facilities would 
be limited. 

Senator Munpr. Is there another difference ¢ 

I am not sure, but Governor Tootell said something about a Fed- 
eral charter and I think he said Federal audits. 

Mr. Tooreitit. Examination. 

Senator Munpr. Do your 22 institutions have Federal audits and 
examinations or would you have them subject to Federal audit and 
examination if they became voting members; or do you have in mind 
giving them sort of a preferred status so they are voting members but 
do not accept the responsibility of subjecting their books to a Federal 
audit ? 

Mr. Lynn. We would not want to put them in any preferred status, 
Senator Mundt. 

If they are going to have the privileges, these 24 that we are speak- 
ing of, they ought to be willing to accept the Federal audit. 

Senator Munor. I think it would be a protection that the PCA’s 
have a right to insist upon, because for whatever it is worth, the Fed- 
eral audit should have a certain salutary effect on the fiscal manage- 
ment of any financial institution. 

Mr. Lynn. That is right. 
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Senator Hottanp. Thank you very much, gentlemen. 

The committee will recess until 2 this afternoon. 

(Whereupon, at 12:05 p. m., the committee was recessed to recon- 
vene at 2 p. m. the same day.) 


AFTERNOON SESSION 


Senator Hotitanp. The subcommittee will please come to order. 
We will now hear you, Mr. J. W. Sartwelle. 


STATEMENT OF J. W. SARTWELLE, VICE PRESIDENT, HOUSTON 
AGRICULTURAL CREDIT CORP., HOUSTON, TEX. 


Mr. Sarrwetir. My name is J. W. Sartwelle, from Houston, Tex. 

Senator Hotianp. Glad to have you testify. Go right ahead, sir. 

Mr. Sartwetwe. I appreciate the opportunity to appear before this 
committee. I have a prepared statement, but I forgot a few remarks 
that I would like to interlineate in it. 

My name is J. W. Sartwelle, of Houston, Tex., and I am the presi- 
dent of the Port City Stockyards Co., in Houston, Tex. In such 
capacity I have close contact with the producers of livestock along the 
gulf coast and eastern section of Texas as well as the southwestern 
portion of Louisiana. 

[ am a director and vice president of the Houston Agricultural 
Credit Corp., a longtime director of the Texas & Southwestern Cattle 
Raisers Association, founder and past president of the American 
Brahman Breeders Association, and founder and past president of 
the Houston Fat Stock Show and Livestock Exposition. 

I mention those not in any glorification but to prove my interest, 
and longtime interest, in the welfare of agriculture, and particularly 
livestock. 

[ am also a ranchman, having a ranch in Calhoun, Jackson, and 
Matagorda Counties, Tex., have an additional small ranch in Lavaca 
County, Tex., and have been engaged in this business since 1911, al- 
though the lands have been in the family for about a century and a 
quarter. 

During the early days, I have paid interest as high as 13 percent 
per annum and have had national banks tell me they would as soon 
lend money on a school of redfish in the Gulf of Mexico as on a herd 
of Texas cattle, and in times of tight money and distress the cattle- 
loan business was confusion confounded. 

Right here let me say that a cattle or other agricultural loan com- 
pany, whether OFI or PCA, or wearing any other brand, is only an 
organization to perform the mechanics of the loan, to receive the 
application, investigate the borrower and his collateral, and to keep 
in contact with both until the loan is repaid. 

They do not have the money or treasury to carry the loans they 
make, and accordingly require some bank of discount that has a 
knowledge of the several lines of agriculture to be served. 

Before the passage of the Federal intermediate credit bank law, 
our only source was the national banks or other moneylenders, And 
these loan companies would switch that paper all around the country. 

A national bank has its duty te the Federal Reserve System and to 


ok nS. eee eee: 
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its depositors to keep itself liquid, and it is just no place for what we 
call short-time agricultural paper. 

The passage in the early 1920’s, by you gentlemen of the Congress, 
of the law setting up the Federal intermediate credit banks was the 
most constructive action in the economic history of this country affect- 
ing the livestock industry—ending the exorbitant interest rates and 
the utter confusion in financing which had prevailed before, and put- 
ting the livestock-loan business on an entirely different basis, method, 
and foundation. 

This will go down as one of the great acts of Congress, easily com- 
parable to the law establishing the Federal land-bank system. 

The record of the several intermediate credit banks, especially the 
one of Texas, speak for the constructive validity of the system, and 
their debentures have met a favorable response from inv estors and 
now enjoy an acceptance and confidence of which you gentlemen of the 
Congress, the FICB’s, the Farm Credit Administration, the livestock 
producers, and all of the lending agencies which rec liscount with the 
Federal intermediate credit banks, can be justly proud and thankful. 

While the original act setting up the Federal intermediate credit 
banks was wisely drawn broad enough to encompass all agricultural 
products, the first efforts of, at least, the Texas bank were largely that 
of rediscounting for cattle-loan companies and selling debentures 
based on livestock collateral. 

And, indeed, under and through doubts and uncertainties and ad- 
verse criticism from some of the former livestock lending agencies, 
these Federal intermediate credit banks established and gained the con- 
fidence of investors in their debentures to such an amazing extent that, 
although less than 10 years old, they weathered the terrible depres- 
sion of the early 1930's. 

They were so well established in the confidence of the investing pub- 
lic that the Government had a paved road in them on which to launch 
the production credit corporations and their children—the production 
credit associations, as well as the bank of cooperatives. 

This record of the Federal intermediate credit banks has been so 
constructive and magnificiently solid that you gentlemen of the Con- 
gress, burdened with the welfare of agriculture, should give long pause 
before making any change whatsoever in the present financial strue- 
ture or management of the Federal intermediate credit banks, espe- 
cially in these critical days for agriculture generally, but specifically 
the livestock industr y: 

Governor Tootell stated yesterday that the total of all agricultural 
credit extended through the several agencies of the FCA amounts to 
only 81% percent of the total agricultural credit used in this country. 

I was particularly interested in that. It was news tome. But what 
a pitifully small portion. What a magnificent opportunity for ex- 
panded service. It calls for all to work together. And this is no time 
for strife among ourselves; the enemy are outside forces who would 
stop us all. 

And I would like to add right in there that I have always regarded 
the PCA’s most highly. I have encouraged the establishment of 
several of them. They have done a magnificent job. And I have been 
just a little amazed and astounded at some of the things that I have 
learned up here. 
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I do want to say, however, that I think the Farm Credit Administra- 
tion from the very first right down to this good day has done a magnifi- 
cent job. In fact, there is nothing like it in economic history any- 
where in the world, the present setup that we have. 

The Governor of the Farm Credit Administration and the Farm 
Board were and are, of course, under mandate of the Congress, and 
have presented bills that we are considering here in the Senate and 
the other day in the House. 

But the Congress has—this Congress—the power that the other Con- 
gress had. One Congress does not give any mandate to the other. If 
there ever was a time for Congress to pause and to look around, I think 
it is in this time of stress and strain that has overwhelmed agriculture. 

And down in certain parts of the country there is a terrible drought 
that really is pitiful, is so extreme in some cases. 

If, however, in the alternative you decide that these institutions 
should be sold and all Government money taken out of their financial 
structure—but I submit again, when in all of the history of agricul- 
tural development, has so much been done with so little ?—and I would 
also add that the retirement of this capital is purely fictional, Senator, 
as it is proposed to put this money that is retired into the revolving 
fund. I haven’t any objection to your doing that, but it is a fiction, 
anyway. 

Then I think in fairness that the three amendments below suggested 
should be adopted and made a part of this bill, S. 3564, by this com- 
mittee. 

I would like to submit, instead of the amendments that I wrote, the 
amendments that were adopted by the other OFT’s of Texas, as repre- 
sented by Mr. Campbell. 


(The amendments are as follows :) 


AMENDMENTS TO H. R. 10285 Basen Upon Sucn Brizi As ir WAS INTRODUCED ON 
Marcn 29, 1956 


Amend page 2, lines 11, 12 and 13 by changing the remainder of the sentence 
following the words “merged banks” so that the same shall read “and to acquire 
an interest in the ownership of such merged banks on a basis comparable with the 
production credit associations”. 

Amend page 6, line 15 by adding after the words “production credit association” 
the words “or other financing institutions borrowing from and rediscounting with 
the Federal intermediate credit bank”. 

Amend page 6, line 23 by adding after the words “production credit associa- 
tions” the words “and other financing institutions borrowing from and rediscount- 
ing with the Federal intermediate credit bank”. 

Amend page 7, line 4 by adding after the words “associations of the district” 
the words “and other financing institutions borrowing from and rediscounting 
with the Federal intermediate credit bank of the district,”. 

, Amend page 7, line 8 by adding after the words “production credit association” 
the words “and other financing institution borrowing from and rediscounting with 
the Federal intermediate credit bank”. 

Amend page 7, line 12 by adding after the words “production credit associa- 
tions” the words “and other financing intitutions borrowing from and rediscount- 
ing with the Federal intermediate credit bank”. 

Amend page 7, line 13 by adding after the words “production credit association” 
the words “and other financing institution horrowing from and rediscounting with 
the Federal intermediate credit bank”. 

Amend page 7, line 21 by adding after the words “production credit associa- 
tion” the words “or other financing institution borrowing from and rediscounting 
with the Federal intermediate credit bank”. 
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Amend page 8, line 3 by adding after the words “production credit associations” 
the words “and other financing institutions borrowing from and rediscounting 
with the Federal intermediate credit bank”. 

Amend page 8, line 5 by adding after the word “association” the words “or any 
such other financing institution”. 

Amend page 8, line 8 by adding after the word “associations” the words “or 
other such financing institutions”. 

Amend page 8, lines 9 and 10 by eliminating the words “and participation 
certificates”. 

Amend page 8, lines 11 and 12 by eliminating therefrom the words “and partici- 
pation certificates”. 

Amend page 8, line 13 by eliminating the words “or certificates”. 

Amend page 8, line 16 by eliminating the words “or participation certificates”. 

Amend page 8, lines 20 and 21 by eliminating the words “AND PARTICIPATION 
CERTIFICATES”. 

Amend page 8, line 23 by eliminating therefrom the words “on all participation 
certificates owned”. 

Amend page 9, line 2 by eliminating therefrom the words “or participation 
certificates”. 

Amend page 9, line 6 by eliminating therefrom the words “of the participation 
certificates held by the”. 

Amend page 9, line 20 by eliminating therefrom the words “and participation 
certificates”. 

Amend page 10, lines 2 and 3 by eliminating therefrom the words “and partici- 
pation certificates”. 

Amend page 10, lines 21 and 22 by eliminating therefrom the words “and par- 
ticipation certificates’’. 

Amend page 10, line 25 by eliminating therefrom the words “and participation 
certificates’’. 

Amend page 11, line 14 by eliminating therefrom the words “and participation 
certificates”. 

Amend page 11, line 20 by eliminating therefrom the words “in participation 
certificates”. 

Amend page 11, lines 22, 23, and 24 by eliminating therefrom the words “The 
recipients of such patronage refunds shall not be subject to Federal income taxes 
thereon”. (Kditorial comment: There is no legal justification for such patronage 
refunds to be tax exempt and the request for such exemption weakens the bill.) 

Amend page 12, line 2 by eliminating therefrom the words “and participation 
certificates”. 

Amend page 12, lines 8, 9, 10, and 11 by eliminating the entire sentence which 
reads “Each participation certificate issued in payment of patronage refunds shall 
be in multiples of $5 and shall state on its face the rights, privileges, and condi- 
tions applicable thereto”. 

Amend page 12, line 20 by eliminating therefrom the words “and all partici- 
pation certificates at face amount;’’. 

Amend page 12, lines 24 and 25 by eliminating therefrom the words “and the 
holders of participation certificates pro rata”. 

Amend page 17, line 4 by adding after the words “production credit association” 
the words “and capital stock of any other financing institution borrowing from 
and rediscounting with the Federal intermediate credit bank” and by adding 
the words “and under regulations promulgated by him” immediately following 
the words “in such amounts”. 

Amend page 17, line 6 by adding after the word “association” the words “or 
other such financing institution”. 

Amend page 17, lines 10 and 11 by adding after the words “production credit 
association” the words “or other such financing institution”. 

Amend page 17, line 11 by adding after the words “class A stock” the words 
“or other capital stock”. 

Amend page 17, line 12 by adding after the words “such association” the words 
“or other financing institution”. 

Amend page 17, line 13 by adding after the word “association” the words “or 
other financing institution”. 

Add another section to the bill which should read substantially as follows: 

“Sec. 110. (a) Section 5 (b) of the Farm Credit Act of 1987, as amended, is 
amended by adding the words ‘and other financing institutions borrowing from 
and rediscounting with thé Federal intermediate credit bank’ immediately fol- 
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lowing the words ‘production credit associations of the district’ in the third 
sentence of said section 5 (b). 

“(b) Section 5 (d) (2) of the Farm Credit Act of 1937, as amended, is amended 
by adding the words ‘and other financing institutions borrowing from and re- 
discounting with the Federal intermediate credit bank’ immediately following 
the words ‘production credit associations’ appearing therein. 

“(e) Section 5 (d) (2) (B) of the Farm Credit Act of 1937, as amended, is 
amended (1) by adding the words ‘and of the other financing institutions borrow- 
ing from and rediscounting with the Federal intermediate credit bank’ between 
the word ‘associations,’ and the word ‘(collectively)’ wherever they appear 
therein; (2) by adding the words ‘and other financing institutions borrowing 
from and rediscounting with the Federal intermediate credit bank of the district’ 
immediately following the words ‘production credit associations of the district’ 
where the same first appear therein; (3) by adding the words ‘and other such 
financing institutions’ immediately following the words ‘such production credit 
associations’ where they appear in the last sentence thereof; and (4) by adding 
at the end of said last sentence the words ‘in voting for directors who shall be 
elected by production credit associations and*other financing institutions of the 
district, each such association and financing institutions shall be entitled to one 
vote for each share of the capital stock of the Federal intermediate credit bank 
of the district owned by it’.”’ 

Mr. Sarrweue. I urge adoption of the amendments, not only as a 
matter of fairness, but for these more broad and farsighted reasons: 

1. For the ultimate welfare of all agriculture—the farmer, dairy- 
man, poultryman, and livestock raiser—all of whom have peculiar and 
particular problems of finance, production, marketing, and distribu- 
tion. 

2. That the ownership and management of the rediscounting agency 
(the FICB’s) should not be turned over to one segment or faction, 
but open to all who rediscount regularly. 

I would like to add right there that the act of 1923 was a broad 
channel of your old Uncle Sam understanding that we were in a 
terrible emergency, trying to take care of the farmers and ranchers 
and the producers of this country. 

And I would like to see that channel kept broad, instead of chan- 
neling it into a narrow stream. I think it is just like trying to bring 
the water of the Mississippi River and the need for it through 
Rock Creek here in Washington. 

3. Membership on the boards of these banks of and by persons 
representing the old-line loan companies can make immeasurably 
constructive contributions of experienced management, which can, 
and will, unquestionably encourage and retain the confidence of not 
only the borrowers but of the investing public. 

The cattle industry does not seek either favoritism or subsidy, but 
does earnestly desire a strong rediscounting agency that understands 
its peculiar problems and will stand the strain and stress of time. 

Much has been said about the slowness to use the FICB credit ar- 
rangements and of the mortality of the early OFI’s and of the growth 
of the PCA’s after 1933. 

[ think that a word of explanation by an old graybeard like myself 
who lived all through that might be of some interest, because quite 
frankly, since I have been up here I haven’t heard of anything except 
the world beginning in 1933. 

There was little knowledge of the 1923 law among the. people, but 
chiefly it was the new phoilosophy of borrowing money, Senator. 

Up to that time, if you were going to borrow money—and I do not 
care whether you were a small farmer or whether you were a pretty 
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good-sized ranchman—you stood around with your hat under your 
arm in the presence of the moneylender. The Good Book says that 
the borrower is a servant to the lender, and it is still pretty gen- 
erally true. 

But in the early 1920’s the idea of investing money in a company, 
putting a little money in to form a company, and then borrowing 
money from that company, was so unheard of and it was so strange 
that although I tried—I was not wanting to form one; I was not 
wanting to run any of those companies; I was just trying to help some 
of my neighbors; I was too deep in to get any help out of them; I was 
trying to help the local banks and neighbors—I could not get any 
interest in the thing. : 

And one banker—and he was a good banker, a private banker—he 
would not talk to me at his outside desk, Senator. He said when he 
got the general idea, “You come on back in the board room.” 

And when I explained this new law that had just been passed by 
the Congress, and told him what it would do, he hit his fist on the table 
and he thundered and roared, and he said, “I will tell you now before 
I will permit anything in Jackson County like that”, he said, “I will 
do thus and so.” 

If you can get away from that old 8 and 2, why, this law has already 
had its effect. 

Senator Hottanp. That very action justified the new act, I think. 

Mr. Sartwetie. Absolutely. Although this percentage—and that 
was news to me and I was glad to get those exact figures that Governor 
Tootell was quoting—here is a little 814 percent of agricultural credit 
that works asastop. These moneylenders have realized that that much 
margin has changed the situation. And while in the early 1920’s and 
in the early 1930’s a national banker did not want to see a cowman 
come in the bank because he knew he was not going to deposit, he knew 
he was going to try to borrow—he didn’t have any money to lend him. 

So, there isn’t any great wonderment that there were not a lot of 
OFI’s started there in the early twenties. They were not known. 
Conditions were bad. 

When the depression of the early thirties hit, I do not have to tell 
even these young men around here what happened. The great, long- 
and well-established companies folded up. And naturally, many of 
these loan companies went under. My surprise is that as many of them 
existed and came through as did. 

After 1930, they were not formed because we didn’t have the money. 
We have paid taxes. My family has paid taxes in several counties in 
Texas ever since those counties were formed. 

I could not pay my taxes in the early thirties for several years. If 
old Pat Johnson had not come over from Florida and let me sell him 
2 or 3 carloads of Brahman bulls, I would not have been able to pay 
them then. 

When you get the act of 1933, Senator, the PCA’s were furnished 
with the capital, and they were furnished with PCC; to wit, wet- 
nursing them, because that is what it was. . 

“Here is the money; here is your capital”, they said, and “We will 
teach you how to lend money on cattle.” : 

It is a pretty difficult business to successfully lend money on live-. 
stock and on agriculture. It isa tricky business. 
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I will say this, that the PCC has done a wonderful job. The PCA’s 
have contributed to the success and welfare of agriculture to such an 
extent that, although I am a pretty rugged individualist, I will stand 
up unabashedly and unashamed and I will tell anybody in the world 
and all of the world that I haven’t any apology to offer for having 
$60 million or $120 million of their money in these banks. 

I noticed a headline in yesterday’s paper that they had written off 
$265 million on the failure of a single engine. I think they did right. 
[ lost a boy in the war. If it is a bad engine, now is the time to find 
it out. 

Mr. Chairman, James Madison, of Virginia, a great patriot, after 
having served in the legislature and the Revolutionary Army, was at 
the Constitutional Convention where they were trying to establish our 
great country on a more solid foundation. I think all of them there 
were patriots, great patriots. But there was a great diversity of opin- 
ion how the thing was to be done. 

And Mr. Madison, with his brilliant and incisive mind said: 

Well, if men were only angels you would not need any constitution, you would 
not need any law. But— 
he said, 


men are not angels, and men are men. And men being men, you have got to pass 
these laws, and you have got to have a strong executive department that will 
govern the people, and restrain the people, if it is necessary. 


And then he quickly added, he said: 
It is just as necessary— 
Senator Scott— 


that you have a court with the wisdom and the authority to oblige the Govern- 
ment to stay within the law, and to oblige the Government to restrain itself 
and not oppress, even the humblest citizen. 


I am a little worried. I hear a lot of talk about they want to get 
out from Government supervision, Government control. That is prob- 
ably a good idea, but sometimes we just change controls. And men 
being men, when these gentlemen followed the a of this gentle- 


man from out West here somewhere, Minnesota or North Dakota yes- 
terday, that this bill was just the first step, taking the outpost and 
then come back in here before you gentlemen and charge the citadel, 
I think that fellow probably had some things in mind that he didn’t 
say. But he certainly was bold enough to tell you that he was going 
to demand a separate board of directors. 

Your incisive mind, I think, got the point. And you asked the 
governor if he had the power to restrain. He said he hough he did. 
I’ hope he does, because if there is not the power of restraint somewhere 
we are in danger, agricultural credit is in danger. 

I was a little amused yesterday in listening to some of these old boys 
bemoaning the great burden that they were assuming in buying this 
something over $200 million worth of assets or considerably over 
$100 million of assets by paying down $13 million and then having 
the use and control of another hundred odd million or so in the re- 
volving fund, assuming that big burden. 

And they were talking much of how they were going to relieve the 
taxpayers by retiring the Government fund. 
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I couldn’t help but think of what old King Solomon said, and he 
said this: 

It is naught, it is naught to set the buyer but when he goeth his way he 
boasteth. 

Thank you, sir. 

Senator Hotzianp. Thank you, sir. 

Let me ask you a question there. 

Mr. SartweE.ie. Pardon me? 

Senator Hotianp. Before you get away, as I understand it, you 
are grateful for the organization and the functioning of these concerns 
as they now exist, but you do not want them to be hurt or weakened ? 

Mr. SartweEtzez. No, sir. 

Senator Hottanp. You are a little skeptical of this reorganization ? 

Mr. SarTwEue. Yes. 

Senator Hottanp. But you have not come out and really opposed it. 

Just what summarizes your feeling on this? 

Mr. Sartwetie. Well, to summarize my feeling, I would like to 
see the Federal intermediate credit banks left as they are, in their 
present management, and under the farm board. I am not blaming 
the Farm Credit Administration at all. They are under mandate from 
you gentlemen. They had to come in here. 

I think that they have done a magnificent job. They have done 
a pretty good job organizing this campaign to put over this bill. I 
think they have done an excellent job on that. It is pretty well greased 
and oiled. Everything is taken care of, well directed, well led. 

Senator Scorr. Does it have any Texas oil in it, do you believe? 

Mr. SartweEuue. That would be the best. That is my first thought. 

But my friend Hub Matthews here and these other gentlemen, 
Mr. Briggs, have told me personally, and I heard the governor say 
that this thing had to go through. I am not one to butt my head 
against a brick wall. 

On the other hand, I am that kind of a fellow, and so are you, that 
I will stand up and say what I think. And I think that it ought to be 
left like it is, until conditions settle in agriculture. 

I think it is purely the problem for Congress, because Congress has 
told these people, they had to bring this billin. But, certainly, Con- 
gress can stay the hand of it. 

I do not know what the end is going to be, particularly in cattle. 
You have noticed that I have been talking about cattle because I am 
familiar with the cattle situation. Iam not so familiar with the crop 
situation. I have never been a farmer except a rice farmer and that 
is when conditions were hard. 

Now then, if we cannot leeave it that way, then I think that the 
users of the FICB ought to go into that thing on an equal basis. I just 
cannot help but believe that everybody that is for the good of agricul- 
ture could sit around this table and give each other some assistance 
and counsel about making a good loan, and bettering the situation. 

And another thing, this country is a pretty big country and it has 
a lot of divergent interests and a lot of divergent philosophies. Some 
people want to be cooperators and some of them, those oldtime people, 
some of them want to be PCA’s and some of them do not. 


76921—56——11 





156 FARM CREDIT ACT OF 1956 


I have had this experience. I will make this kind of confession 
to you if you want that. We got out and we worked just as hard as, 
well, you know what I mean. 

Senator Hotianp. I am not strong for confessions, I will tell you 
that. 

Mr. Sarrwetie. And we raised a little old capital and we gradually 
built it up, by the hardest work. 

And one of my dearest friends, who was a director of the company, 
and who could have eaten us up in one gulp, if he had had a bad rice 
crop, kept insisting on borrowing money for rice. I had been in rice 
and you just gamble unless you have got Government support. You 
can lose ever ything but your wife and your car in one season. 

And I opposed him and I whipped him out although the balance of 
the directors were largely a bunch of “yes” men. Many of these com- 
panies are run by one strong man, and he is the manager or the presi- 
dent of it. 

Senator Hotianp. You do not expect us to pass any law to change 
that, do you ¢ 

Mr. Sarrweiie. No, I do not want them to do that. I have no 
apology for that. I went before the Federal Board—that is the big 
bank board—I kept that darn rice business out of our company. And 
I told this gentleman, I said, “Now, Elmer, if you want to form a com- 
pany to discount the paper on rice, why you rice growers put up the 
money. 

And he did that, he did that very thing. 

Now, then, there are many PCA’ s—TI can call names if I have to do 
it—that are interested in one feature for the busines. They do not 
want some cowman coming in there and taking their money, either. 
Any they are self-governing institutions. 

I think this may be signific ant to you. Iasked one of these authori- 
ties around here the other day what the average loan in that territory 
north of the Ohio and east of the Mississippi would be—taking in all 
of the New England States and everything like that. 

After a little cogitation he said, “Sartwelle, we, of course, have got 
some bigger loans, but we have got a whole lot of smaller loans and 
the average loan would be about $5,000.” 

Well, now, in our little old company—and we are still very small, 
and I am very proud to say that the majority of our loans are dairy 
loans, and T want to testify here that we were the first people that 1 
know of in the United States that gave a dairy cow credit as a produc- 
tion unit, long before there was any PCA’s—those old boys had good 
sense to get a good name, “production”—most of our loans were to 
dairy. We have loans of $300,000. 

All of this talk about us taking the cream of the crop or anything 
like that—I have never found it in our company. I was on the loan 
committee and very active for many years. And I have got a great 
desire to help people except I am not figuring on making a bad loan, 
if I know it. 

But as Mr. Wilson said the other day, he didn’t ever make any bad 
loans. But when you get a drought and you get a drop in the market 
it ismighty funny how quick a good loan gets bad. 

Senator Hottanp. Thank you very much. 
Mr. Sartwette. Thank you. 
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Senator Hotianp. It has been a pleasure to hear you. 
Is there anybody else that has to leave right away ? 
If not, I will start at the top of the list and come on down. 


We will call Mr, P. O. Wilson. 


STATEMENT OF P. 0. WILSON, SECRETARY, NATIONAL LIVE STOCK 
PRODUCERS ASSOCIATION, CHICAGO, ILL. 


Mr. Witson. I am speaking for the National Live Stock Producers 
Association, a livestock sales agency with headquarters in Chicago, 

First, we wish to express our sincere appreciation for this opportun- 
ity to appear and present the view of the National Live Stock Pro- 

ducers Association on the farm credit bill, S. 3564. 

The National Live Stock Producers Association has had a continu- 
ing interest in and experience with the Federal intermediate credit 
bank system since April of 1924. This, you will recognize as being 
shortly after the original act was passed which established the twelve 
intermediate credit banks. 

The National Live Stock Producers Association was organized 
early in 1922 for the purpose of developing cooperative livestock sales 
agencies to represent livestock ge egg in the sale of their livestock 
on the principal markets of the Nation. 

In the short period of 2 years, between 1922 and 1924, the organiza- 
tion had found that there existed a real need on the part of the livestock 
producers and feeders for a sound, reliable source of credit. They, 
therefore, appreciated the value of the original Federal Intermediate 
Credit Bank Act and plans were developed for organization of credit 

corporations necessary if the livestock producer and feeder members 
were to be afforded use of discount privileges provided in this act. 

Our first credit corporation, known as Producers Livestock Credit 
Corp., opened for business at St. Louis, ae in April of 1924. Our 

organization expanded this phase of its business in 1930 when, with 
the assistance of the Federal Farm Board (and I would s say not only 
the assistance but the insistence) it organized four additional credit 
corporations, pene, National Finance Credit Corporation of Texas, 
Fort Worth, Tex.; National Livestock Credit Corp., Oklahoma City, 
Okla.; Producers Livestock Credit Corp., Denver, Colo.; and Tri- 
State Livestock Credit Corp., San Francisco, Calif. 

It also made a substantial investment in the stock of the Wasatch 
Livestock Loan Co., Salt Lake City, Utah, now known as Producers 
Livestock Loan Co., a credit agency which had been organized in 1924 
by 99 livestock producers of the Salt Lake area 

With this brief statement concerning our histor y in the credit field 
you will recognize that the National Live Stock Producers Association 
now has a direct interest in six credit units. All of these are owned 
on a stock basis by National Live Stock Producers Association, its 
member cooperative livestock sales associations, and the livestock pro- 
ducers and feeders whom they serve. 

The volume handled by these 6 credit units, while not large, varies 
from around $30 million to $45 million. 

That is the loans on the books at any one time. At the end of last 
year it was $33 million, 

Starting in 1924 we have observed the growth and expansion of the 
services of the Federal intermediate credit banks. 
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We have had a chance to observe these, because we used them. 
We were users of the banks’ discount privileges when the discount 
rates were as high as 514 percent. As the investing public gained con- 
fidence in the “system and with the increased volume which was 
brought into the system through the organization of the production 
credit associations in 1933, we have been favorably impressed with the 
improvement in discount "rates, which reached a low of 114 percent. 

They are back now to 34. 

The discount rates which our credit corporations pay are of vital 
importance to our farmer and rancher borrowers. The fact of the 
matter, Senator, is that is the one key to this whole discussion, interest 
rates. 

Volume of loans, plus sound operating policies observed by the 
banks have played’ a very definite part in determining the cost of 
money which was secured from the investing public through the sale 
of debentures by the banks. 

As the banks have proven their soundness, and volume of loans for 
discount have increased, there has been a trend toward more satis- 
factory discount rates for our farm and ranch users. 

Recently the upturn in money markets has offset some of the gains 
that we had ae ienced before. 

This bill, S. 3549, is presented by the Federal Farm Credit Board 
to meet a oars from C ongress which, we understand, is supposed 
to tie into the Government’s economy move. 

It is our understanding that Congress wishes to take the Govern- 
ment out of the farm credit business and dispose of the stockholdings 
which the Federal Government now has in the farm credit system. 

This is to be accomplished through sale of the stock in the various 
banks in the farm credit system to their users. This was the pro- 
cedure followed in the case of the Federal land banks, where the 
stock which was owned in the Federal land banks was sold to the 
users of the banks; namely, the farm loan associations. 

Last year the same principle was followed in amending the Farm 
Credit Act when legislation was approved providing for the sale of 
the stock owned by the Federal Government in the cooperative 
banks to the users of these banks. 

In the same bill was a provision under item 2, for the sale of the 
PCC, the production credit corporations, to the PCA’s, but that 
was withdrawn. 

In both of these cases—the Federal land banks and the cooperative 
banks—no change was made in the service nor in the organizations to 
be served. The law provided for the sale, over a long period of time, 
of the stock belonging to the Government to the users of each of these 
two banks. 

So far as we have been able to determine the users of these banks 
were treated equally. Each was given the right to buy stock on the 
basis set forth. The users of both the Federal land banks and the 
cooperative banks have helped to build such reserves and surpluses as 
were in the two banks and these were permitted to be retained in the 
banks even though the ownership was being transferred from the 
Government to the users. 

This bill—S. 3549—does not follow the pattern set by Congress in 
handling either the Federal land banks or the cooperative banks. Bill 
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S. 3549 provides a plan for merging a bank (Federal Intermediate 
Credit Bank) with a corporation (Production Credit Corporation), 
each of which has a different service to perform and this service 1s 
rendered to different types of organizations. 4y. 

In the case of the production credit corporations, their service is 
limited to the production credit associations; while the Federal inter- 
mediate credit banks discount paper for the production credit associ- 
ations, and also serve other discounting agencies and banks. 

This bill attempts to merge the two into one corporation and at the 
same time provide for the continuation of a portion of its services to 
the production credit associations while denying these services to the 
other financing institutions. 

Senator HoLtanp. What service would be denied to the other financ- 
ing associations ? 

Mr. Wirson. The associations come under the supervision of the cor- 
porations and would come under the supervision of the merged banks. 
The financing arrangements which they furnish, additional capital 
and organization assistance, which is furnished them, under the plan 
originally set out for the PCC. 

This bill goes further and provides for ways of charging to other 
financing institutions part of the cost of the service which the con- 
solidated bank will make available only to the production credit 
associations. 

This bill completely ignores the fact that the OF I’s, from the period 
of 1923 to 1933, provided the business needed to start the Federal 
Intermediate Credit Bank System; and that for the period of 1923 
to and including the year ending June 30, 1954, the other financing 
institutions supplied a little more than 20 percent of the total business 
handled by the combined Federal intermediate credit banks. 

During this period of the OFI’s contributed to the building of the 
reserves and surpluses which are now shown in the financial state- 
ments of the FICB’s. This bill stipulates a specific program to be 
followed in the case of liquidation of any merged Federal intermediate 
credit bank in which the savings and reserves of the FICB which 
have been accumulated over the period 1923 to and including the date 
this bill becomes law, shall go to the holders of class A stock (Govern- 
ment) and class B stock (Production Credit Associations). 

In this the bill discriminates against the OF I’s. We strongly urge 
that fair and equitable treatment demands that this discrimination 
be eliminated and that the OFI’s be credited with their share of 
reserves and surplus since date of origin in 1923. Otherwise, this 
bill will give the production credit associations title to equities for 
which they have neither paid nor helped to create. 

This bill limits the sale of stock and the voting rights to one group 
of users—namely, the production credit associations. It discrimin- 
ates against all other users (that was not true in the cooperative bank 
bill, nor was it true in the Federal land bank bill) regardless of their 
past experience with the Federal intermediate credit banks, their 
financial responsibility, their financial contribution to the building of 
reserves of the Federal intermediate credit banks or their obligation 
to farmers and ranchers whom they serve. 

We respectfully urge that this committee consider seriously the. 
purpose for which the Congress provided these two separate organiza- 
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tions. The Federal intermediate credit banks were established to pro- 
vide a discounting service for loan companies and for banks, handling 
agricultural paper. 

The production credit corporations were organized for the purpose 
of organizing. financing and supervising production credit associ- 
ations. The Federal intermediate credit banks are discount banks 
which, through sale of debentures to the investing public, can and 
have obtained large amounts of money to handle the agricultural 
paper which they discount for users that qualify for their services. 

The production credit corporations are not banks in the true sense 
of the word, but are corporations set up to promote, finance, and super- 
vise the production credit associations. All of their funds are obtained 
from the Federal Government and cost of operation has been paid by 
the Federal Government either directly or indirectly. 

If this bill becomes law one group of users of the Federal intermedi- 
ate credit banks will be permitted to purchase the merged banks after 
there has been merged or transferred to the banks the responsibility 
of servicing and supervising the operations of the production credit 
associations. 

The result of this merger and sale will be that the production credit 
associations will own and operate the Federal intermediate credit 
banks, and the Federal intermediate credit banks will be responsible 
for serving and supervising the production credit associations, an un- 
sound policy and principal. 

There is an added factor that should not be overlooked. This bill, 
while supposedly intended to take the Government out of the farm 
credit business, provides for a revolving fund of some $160 million. 
This is over and above the investment. This is to be available at all 
times to assist in financing either the Federal intermediate credit 
banks or the production credit associations. 

Stated in another way with a bit more detail, the Government now 
owns the Federal intermediate credit banks with an investment of 
some $60 million. The Government owns the production credit cor- 
porations with an investment of some $31 million, or a total invest- 
ment of around $91 million in the two systems. 

Total reserves and surpluses in the two are approximately $61 mil- 
lion—approximately $47 million in the Federal intermediate credit 
banks and $14 million in the production credit corporations. These 
figures are taken out of the annual report ending June 30, 1954, if 
you want to check them. 

To take the Government out of this division of the farm credit field 
this bill, if approved, will offer for sale to the production credit as- 
sociations $91 million par value of stock at par, the $61 million surplus 
and reserves to be retained in the consolidated bank. This bill will 
also place in the revolving fund an additional $160 million of Govern- 
ment funds to be use when found needed by the Governor. 

There is nothing here that would prevent the making of this first 
purchase which requires 15 percent to be purchased within 2 years, of 
having the Governor advance to purchase the additional stock in each 
of the 490 some credit corporations, an amount of stock equal to the 
amount of payment which the PCA will need to make its first 2-year 
investment. 

I say this to you here to let you know that in our opinion the $160 
million revolving fund stil keeps the Government in the business and 
could keep them in as long as the Governor chose to keep them there. 
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Our association is primarily interested in maintaining a sound 
credit structure for agriculture. The rates which our farmers and 
ranchers pay for money is a very definite item in their cost of operation. 

The ownership of the Federal intermediate credit banks is important 
only as it may affect the ability of the banks to obtain funds at reason- 
able rates through the sale of the banks’ debentures to the investing 
publie. 

These rates are influenced by the public confidence in the banks as 
well as the ability of the banks to maintain sound policies and suffi- 
cient volume for economical operation. 

The record since 1923 has been good, especially has this been true 
since their volume was increased through the organization of the pro- 
duction credit associations in 1933. The $60 million invested in the 
12 Federal intermediate credit banks last year—I am referring to the 
year ending June 30, 1954—provided a structure through which the 
investing public made available over $1 billion for use in agricul- 
tural credit through the system. 

The Federal intermediate credit banks have proven their ability 
to serve and the public has accepted this system of agricultural credit 
by their purchase of debentures. 

The National Live Stock Producers Association recommends that 
the Federal intermediate credit banks be left in their present form 
until a plan which is sound in theory and fair to all users of the sys- 
tem can be developed. 

The National Live Stock Producers Association recommends that 
legislation concerning the production credit corporations be handled 
separately, that these corporations not be merged with the Federal 
intermediate credit banks but that they be continued in their limited 
field of servicing the production credit associations until such time as 
the production credit associations reach a point where they no longer 
require this service. 

In summary, the National Live Stock Producers Association op- 
poses this bill on the ground that : 

1. It merges two institutions which were developed by the Gov- 
ernment to serve two separate and distinct fields of activity; 

2. It proposed to place the control and ownership of the dis- 
count agency in the hands of one group of users, discriminating 
against all other users; 

3. It places on the consolidated bank the responsibility of super- 
vising and servicing the production credit associations, which will 
be the owners of the bank. 

I think you catch my point on that subject, the owner of the banking 
system being supervised by the bank. It is kind of “You scratch my 
back and I will scratch yours theory” which does not work too well. 

4. The bill provides ways and means of paying the cost of this 
supervision of the production credit associations out of funds 
derived from other financing institutions. The OFI’s should not 
be required to pay any part of the cost of a service which is not 
available to them ; 

5. In case of dissolution the bill provides for distribution to 
the production credit associations—the stockholder—of the earn- 
ing represented in the present surplus and reserves. This is defi- . 
nite discrimination against the other financing institutions. 
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I would like to add to this statement that I have presented 1 or 2 
questions and then make a further recommendation. 

We are trying to economize, at least, that is the theory that we 
are going on and we are trying to get the Government out of this 
this business of farm credit. 

If this sale goes through, which is provided for in this bill, the 
borrowers, regardless of what association or what credit unit they 
are using, must expect to transfer to carry with it the cost of opera- 
tion of the production credit corporations as they stand today. 

I have seen or heard of no testimony that would indicate that they 
were going to reduce any of that cost. I believe the Governor did 
mention last week one place where as some of the older employees 
retired they would not be replaced. 

[ would like to call to your attention and the other members of 
this committee the last year that I have the final records on, the 
operations of the production credit corporations cost $1,702,000. Those 
costs must be transferred over to the combined bank. The loss in 
that last year was half a million dollars and the year previous it 
was three-quarters of a million dollars in the production credit 
corporation operation. 

That loss was al] taken out of the reserves which were built up 
when the Government had $90 million invested in the production credit 
corporation. They are down now to about $31 million in this last 
report that I have. 

So the revenue from Government money invested in the system has 
dropped to a point where they are rapidly using up the surplus, at 
the rate of half to three-quarters of a million a year. 

This proposed consolidation carries all of that cost into the con- 
solidated bank, and our revenue will come from the intermediate 
credit banks to pay for it. 

Up to this time the Government has paid for it. The Govern- 
ment has had the surplus in there but up from their funds and they 
have stood the loss of half to three-quarters of a million dollars 
annually. 

Our borrowers across this country are in no position now, mem- 
bers of this committee, to face additional costs in their operating 
money. Lower prices for agricultural products, droughts, flood, and 
the other troubles that we have had puts us in a very bad position 
now to shoulder this load. 

I ask the committee to definitely consider, if you unite the two, and 
take the Government out, if you do not place that $1,700,000 over ou 
our interest payers to pick up the bills. 

I have said to you that we would like to see the Federal intermediate 
credit banks left as they are until a plan can be worked out that will 
be fair to all users. I have not taken this bill. I took the House bill, 
H. R. 10285, and made the changes necessary, most of the changes 
necessary, to effect a change in this system which I think gives 
some chance of working and being fair to all. 

I would like the privilege, Mr. Chairman, to take this bill, S. 3564, 
and make similar changes and submit it at a later date to your secretary. 
I haven’t got those changes written into it today. 

Here is what I do in the bill: Remember that I would like to see 
the two kept what they are. That is, our association would. But if 
you are going to change it, let us be fair to all users. 
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My changes will provide these changes in your bill, S. 3564. 

Instead of merge, we liquidate. We liquidate the PCC’s. 

And we transfer the assets, the responsibilities of the PCC, over the 
district farm credit boards, all over to the district boards, supervision 
to be arranged as is necessary to carry it. 

We certainly do not need the supervision today in our PCA’s that we 
did 20 years ago. 

We would provide for the elimination of B stock and issue to all 
users of the intermediate credit banks certificates of interest, or partici- 
pating certificates, as you might call them. 

And as those certificates were issued they retired the class A stock. 
until it is retired in its entirety out of the earnings of the intermediate 
credit bank. 

What do you have then? You have the Government’s money out. 
You have this in the form of a trust. The lawyers can tell us how 
that could be set up. b 

All users, participating in its operation, still operating under the 
farm credit board, and with no special services to any—all of the spe- 
cial services will come over in the farm credit board, to handle such 
as is needed. 

And do not misunderstand us on that, we would like to have the 
PCA’s to be given such help and aid as is needed from here to carry 
on through. 

I would like the privilege of filing that with those changes with the 
secretary of your committee at a later date. 

Senator Hotianp. That will be permitted, provided you get it in 
before the hearings are closed. They will be closed within the next 3 
or 4 days. 


Mr. Wuson. I will get in here yet this week. 

Senator Horzianp. All right,sir. Thank you. 
Senator Scott, do you have any questions ? 

Senator Scorr. No questions. 

Senator Hotnanp. Thank you, sir. 

(The bill with the proposed changes is as follows :) 


[S. 3564, 84th Cong., 2d session] 


(The part in which no change is proposed is shown in roman, the part to be 
omitted is struck through, and new matter is printed in italic.) 


A BILL To merge production credit corporations in Federal intermediate credit banks; to provide for 
retirement of Government capital in Federal intermediate credit banks; to provide for supervision of pro- 
duction credit associations; and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That this Act may be cited as the “Farm Credit 
Act of 1956.” 


DECLARATION OF POLICY 


Src. 2. It is declared to be the policy of the Congress to continue to provide 
agriculture with a sound, dependable, and effective source of credit; to promote the 
efficiency of the farm credit system by merging liquidating production credit cor- 
porations im Federal intermediate eredit banks and te faeiitete farmer shat 
ef the merged banks and retirement of Government capital therein in Federal 
Intermediate Credit Banks; to encourage and promote the continued growth and 
development of the production credit associations as self-supporting cooperative 
lending institutions operating on a sound credit basis with maximum local 
authority to determine credit needs and loan policies consistent with the mainte- 
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nance of a national production credit system; and to continue to provide other 
financing institutions making loans to farmers and ranchers with the right to 
borrow from and rediscount with sueh merged the Federal Intermediate Credit 
banks on a basis comparable with the production credit associations regardless 
of the ownership of such banks. The provisions of this Act shall be construed 
in keeping with this declaration of policy. 


TITLE I—PRODUCTION CREDIT SYSTEM 


Sec. 101. Mereer Lieviparion oF PRopvucTiON CREDIT CORPORATIONS #¥ 
Eeperat iveserneppreee Crepiee Baxnes—(a) TrANsrer or Assyts.—The 
production credit corporation in each farm credit district is hereby merged in 
the Kederal intermediate eredit bank of the distriet directed to be liquidated by the 
Farm Credit Administration and all assets, funds, contracts, property, and records 
belonging to such corporation, except stoek in production credit associations, are 
hereby transferred to and vested in s#eh bank ihe Farm Credit Administration 
of the district. All obligations and liabilities of the production credit corporation 
shall be assumed by the Federal intermediate eredit bank Farm Credit Ad- 
ministration of the district. Stock held by each production credit corporation in 
production credit associations is transferred to the Governor of the Farm Credit 
Administration to be held by him on behalf of the United States; and the Geverner 
shel earneel an equal par ameunt ef steeck of the eorperation. 

(b) SERVICES TO AND SUPERVISION OF PRODUCTION CREDIT ASSOCIATIONS. 
In order to carry out the declared policy of this Act with respect to the production 
credit associations the Farm Credit Administration shall, by appropriate previ- 
sions in the eharter and bylaws regulations, or otherwise, provide for such organi- 
zation and assignment of functions within the Federal intermediate eredit banks 
Farm Credit Administration Districts as will assure proper supervision of and 
assistance to the production credit associations in a manner which will enable 
them to make sound eredit available to farmers and ranchers. The income 
derived from the surplus transferred from the production credit corporation to 
the Federal intermediate eredit bank Farm Credit Administration of the district 
shall be used to pay expenses of the bank in providing such supervision and assist- 
ance, and expenses in excess of such income me¥ be paid ext of other resotrees of 
the bank shail be paid by the Production Credit Associations receiving the service, 
the rate of charge to be determined by the Farm Credit Board of the District and 
approved by the Federal Farm Credit Board. 

(c) OrriceRsS AND EmpLoyrers.—Notwithstanding any provision of law, the 
employment of the officers and employees of eaeh Federal intermediate eredit 
benk and each production credit corporation is terminated on the effective date 
of this Act and the board of directors of the Federal intermediate eredit bank 
district Farm Credit Administration shall, not later than sixty days prior to the 
effective date of this Act, take all necessary action to reemploy as of such effective 
date such of the officers and employees so terminated in such capacities as the 
board determines they are qualified and needed to carry out the functions, powers, 
and duties of the Federal intermediate eredit bank liquidation of the Production 
Credit Corporations and supervision of the Production Credit Associations. Such 
reemployment shall be subject to the approval of the Farm Credit Administration. 

Sec. 102. Section 205 of the Federal Farm Loan Act, as amended, is amended 
to read as follows: 

“CAPITAL STOCK 


“Spc. 205. (a) CLasses or Stock; OWNERSHIP; DIvIDENDS; AND RETIREMENT 
or Srocx.—Each Federal intermediate credit bank is authorized to issue class A 
end elass B stock as follows: 

(1) Class A stock shall have a par value of $100 per share and shall be issued to 
and held by the Governor of the Farm Credit Administration on behalf of the 
United States. Stock of all Federal intermediate credit banks held by the Secre- 
tary of the Treasury shall be transferred to the Governor and may be reallocated 
by him in such renee as he determines necessary to meet the needs of the respec- 
tive banks. The Governor shall then exchange such stock of each bank for an 
equal par amount of class A stock of the bank. Steek of eaeh produetion eredit 
eorperstiet deld be the Gesertet fess the ttretit emteeled presttt te setter 
444 ot the detente Credit ret of 4466) shall be exechaneed fer an equal par setetHt 
of elass + steek of the Federal intermediate eredit bank in whieh seh corpere- 
tien is merged purstant te seetion 404 of seh Aet- No dividends shall be paid 
on class A stock. Annually at the end of its fiscal year each such bank shall 
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determine the amount of its class A stock which shall be retired. Whenever the 
total of the capital stock, participation certificates, surplus, and reserves of the 
bank is more than one-sixth of the highest month-end balance of debentures 
and other obligations issued by or for the bank, outstanding during the imme- 
diately preceding five years, the minimum amount of class A stock to be retired 
shall be the total amount ef elass B steek and participation certificates issued 
for that year. All class A stock shall be retired at par. The proceeds of such 
class A stock retirements of each bank shall be paid into the Freasry as mis- 
ecHeneeus receipts until there is se paid a sum equal te the ameunt of elass 4 
atoek of te beth ested Ht excite fat steete af the Heeddetion ereetit crpprertie 
tien; The preeeeds of any farther seh steek setirements shall be paid inte the 
revolving fund established by section 5 (e) of the Farm Credit Act of 1933, as 
amended. The Governor of the Farm Credit Administration is authorized to 
purchase from time to time class A stock in any bank in such amount as he de- 
termines is needed to meet the credit needs of the bank and such revolving fund 
shall continue to be available for such purchases as provided in said section 5 (e). 
The Governor may at any time require the bank to retire such class A stock if, 
in his judgment, the bank has resources available therefor, and the proceeds of 
suc h retirements shall be returned to such revolving fund. 

(2) Class B steek shal have epenvanenenige soneneneces see Sateen 


issuing bank Whenever a bank has no class A stock outstanding it may pay 
like dividends on eless B steek and participation certificates in an amount not to 
exceed 5 per centum in any year if declared by the board of directors. Dividends 
on elass B stock and partic ipation certifics ates shall not be eum ulative. 


thet the averrge amount of the bank's leans te and discounts 
for the preduetion eredit asseeiations ef the distriet; outstanding during the 


aseeeiations: After all class A stock has been retired, the bank may retire elass 
B steek at par and participation certificates at face amount under policies estab- 
lished by the Farm Credit Administration. lass B steek and participation 
Participation certificates shall be retired without preference and in such manner 
that the oldest outstanding steek er certificates at any given time will be retired 
first. In case of liquidation or dissolution of any production credit association 
or other financing institution, ¢he steek er the participation certificates of the bank 
owned by such association or institution may be retired by the bank at the fair 
book value thereof, not exceeding par or face amount, as the case may be. 
“(b) Linn ON Steek and Participation CeRtiFICATES.—Each Federal inter- 
mediate credit bank shall have a first lien on @ steek in the bank owned bar etree 
eredit association and on all participation certificates owned by 
production credit associations and other financing institutions as additional 
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collateral for any indebredness of the holders thereof to the bank: Provided, 
That the bank shall make no loan or advance on the security of its own steek or 
participation certificates. In any case where the debt of a production credit 
association or other financing institution is in default, the bank may retire and 
cancel all or a part ef the steek of the bank held by the asseciation er of the 
participation certificates held by the production credit associations or the other 
financing institution at the fair book value thereof, not exceeding par or face 
amount, as the case may be, in total or partial liquidation of the debt.” 

Sec. 103. Section 206 of the Federal Farm Loan Act, as amended, is hereby 
amended to read as follows: 


“APPLICATION OF EARNINGS 


“Sec. 206. (a) ANNUAL AppLication.—At the end of its fiscal year, each 
Federal intermediate credit bank shall determine the amount of its net earnings 
after paying or providing for all operating expenses (including reasonable valua- 
tion reserves and losses in excess of any such applicable reserves) and shall apply 
such net earnings as follows: (1) To the restoration of the amount of the impair- 
ment, if any, of capital stock and participation certificates, as determined by its 
board of directors; (2) to the restoration of the amount of the impairment, if 
any, of the surplus account established by this subsection, as determined by its 
board of directors; (3) 25 per centum of any remaining earnings shall be used to 
create and maintain a reserve account equal to 25 per centum of the outstanding 
capital stock and participation certificates of the bank; (4) if said bank shall 
have outstanding capital stock held by the United States during the whole or 
any part of its fiscal year, it shall next pay to the United States as a franchise 
tax, a sum equal to 25 per centum of its earnings then remaining, not exceeding, 
however, a rate of return on such Government capital calculated at a rate equal 
to the computed average annual rate of interest on all public issues of public debt 
obligations of the United States issued during the fiscal year of the United States 
Treasury ending next before such tax is due, as certified to the Farm Credit Admin- 
istration by the Secretary of the Treasury; (5) dividends on elass B steek and 
participation certificates may be declared as provided in section 205 (a) of this 
Act; and (6) any remaining net earnings shall be distributed as patronage refunds 
as provided in subsection (b) of this section. Notwithstanding the provisions of 
item (3) of this subsection, if at the end of any fiscal year the sum of the surplus 
and the reserve account of any bank is less than its outstanding capital stock and 
participation certificates, the bank shall continue to apply such 25 per centum 
of its net earnings to the reserve account until the sum of the surplus and the 
reserve account is equal to its outstanding capital stock and participation cer- 
tificates. Each bank shall, on the effective date of the Farm Credit Act of 1956, 
establish a surplus account consisting of its earned surplus account, and its reserve 
hor contingencies; sid the stephis ef the prediction credit esrporetion transferred 
+e the bank: No part of such surplus of any bank shall be distributed as patronage 
refunds. In the event of a net loss in any fiscal year after prov iding for all operat- 
ing expenses (including reasonable valuation reserves and losses in excess of any 
such applicable reserves), such loss shall be absorbed by: First, charges to the 
reserve account; second, charges to surplus ether than that transferred feat Hie 
production eredit corporation of the district; third, hPa ste pettte deterred 

of the distriet; fourth; the impairment of 
pe 3. sted tel saradipaten certificates; and fifth, fourth, the impairment of 
class A stock. 

“(b) ParronacE Rerunps.—Whenever at the end of its fiscal year a Federal 
intermediate credit bank has class A stock outstanding, patronage refunds declared 
for that year shall be paid im elass B steek to prodietiot eredit associations and 
in part icipation certificates to Production Credit Associations and to other financing 
institutions borrowing from or rediscounting with the bank during the fiscal year 
for which such refunds are declared. The recipients of such patronage refunds shall 
not be subject to Federal income taxes thereon. Whenever at the end of its fiscal 

year a Federal intermediate credit bank has no class A stock outstanding, patron- 
age refunds declared for that year may be paid in suek elass B steek and participa- 
tion certificates or in cash as determined by the bank. All patronage refunds shall 
be paid in the proportion that the amount of interest earned by the bank on its 
loans to and discounts for each production credit association or other financing 
institution bears to the total interest earned by the bank on all such loans and 
discounts outstanding during the fiscal year. Each participation certificate issued 
in payment of patronage refunds shall be in multiples of $5 and shall state on its 
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face the rights, privileges, and conditions applicable thereto. Patronage refunds 
shall not be paid to any other Federal intermediate credit bank, or to any Federal 
land bank or bank for cooperatives. 

“(c) DistrrputTion or Assets oN LiquipATION oR Disso.uTion.—In the case 
of liquidation of dissolution of any Federal intermediate credit bank, after the 
payment or retirement, as the case mav be, first, of all liabilities; second, of all 
class A stock at par; third, of all elass B steek at par end all participation certi- 
ficates at face amount; any surplus established pursuant to subsection (a) of this 
section shall be paid to the holders of class A and eless B seek participation 
certificates pro rata, and any remaining assets shall be distributed to the holders 
ef elass B steck and the holders of participation certificates pro rata.” 

Sec. 104. (a) Section 201 (b) of the Federal Farm Loan Act, as amended, 
hereby amended by adding at the end thereof the following sentence: “The 
directors shall have power, subject to the approval of the Farm Credit Adminis- 
tration, to adopt such bylaws as may be necessary for the conduct of the business 
of the banks.” 

(b) Section 202 (a) of the Federal Farm Loan Act, as amended, is hereby 
amended to read as follows: : 

‘Sec. 202 (a) The Federal intermediate credit banks, when chartered and estab- 
lished, shall have power, subject solely to the restrictions, limitations, and condi- 
tions contained in this Act or as may be prescribed by the Farm Credit Adminis- 
tration not inconsistent with the provisions of this Aet— 

(1) to discount for, or purchase from, any production credit association 
organized under the Farm Credit Act of 1933, as amended, and any other 
financing organization meeting the bank’s requirements with its endorsement, 
any note, draft, or other such obligation presente »d by such association; and 
to make loans and advances to any such association secured by such collateral 
as may be approved by the Governor of the Farm Credit Administration; 

‘(2) to diseount for; er purchase from, any national bank: State banle 
trist company, sgrieulttiral eredit corporation; ineorperated livesteek lean 
COmMPONT) AONRER TEE iUey SIRES SEAR ORE ANP SaROSIONND Gi aGOnE 
prodteers engaged in the minting of loans to farmers and ranchers. with its 
endorsement; any note; draft; oF other such obligation the proceeds of which 


make loans and advances te eHy steh f : 
seentert on meinen aneatced be x tice kaa tee 
tention: Eremded: Hhrtt to steht feat op sebetttee stall be trade tpen the se 
eurity of collateral other than notes er ether sueh obligations of farmers and 
ttess siteh fore of teettee is Hinde tH erable the HHeHeine Histititier t+ 
meke or carry loans for any agricultural purpese; and 

‘43+ (2) to make loans to and discount paper for any other Federal inter- 
mediate credit bank, any Federal land bank, or any bank for cooperatives 
organized under the Farm Credit Act of 1933, as amended, all upon terms 
and at rates of interest or discount approved by the Farm Credit Adminis- 
tration.”’ 

(c) Section 202 (c) of the Federal Farm Loan Act, as amended, is amended by 
changing the word ‘‘three’’ to the word “‘seven’”’, 

(d) Section 204 (a) of the Federal Farm Loan Act, as amended, is amended to 
read as follows: 

“Sic. 204. (a) Loans and discounts by any Federal intermediate credit bank 
shall bear such rates of interest or discount as the board of directors of the bank 
shall from time to time determine with the approval of the Farm Credit Adminis- 
tration, but the rates charged financing institutions other than production credit 
associations shall be the same as those charged production credit associations.” 

(e) Section 204 (b) of the Federal Farm Loan Act is hereby repealed. 

(f) Section 13 of the Federal Farm Loan Act, as amended, is hereby amended 
by inserting in paragraph * ‘Seventeenth’, after ‘the words “Federal land banks”, 
a comma and the words ‘‘to Federal intermediate credit banks, or to banks for 
cooperatives organized under the Farm Credit Act of 1933, as amended,” 

Suc. 105. (a) Section 2 of the Farm Credit Act of 1933, as amended, is amended 
to read as follows: 

“See. 2. The Governor of the Farm Credit Administration, hereinafter in this 
Act referred to as the ‘Governor’, is authorized and directed to organize and charter 
twelve banks to be known as ‘banks for cooperatives’. One such bank shall be 
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established in each city in which there is located a Federal land bank. The mem- 
bers of the several farm credit boards of the farm credit districts provided for in sec- 
tion 5 of the Farm Credit Act of 1937, as amended, shall be ex officio the directors 
of the respective banks for cooperatives. Such directors shall have power, subject 
to the approval of the Governor, to employ and fix the compensatoin of such officers 
and employees of such banks as may be necessary to carry out the powers and 
duties conferred upon such banks under this Act.” 

(b) Section 3 of the Farm Credit Act of 1933 is amended by striking from the 
first sentence the words ‘‘the production credit corporations and”’ and by striking 
from the second sentence the words ‘‘corporations and’’. 

(c) Section 4 of the Farm Credit Act of 1933 is hereby repealed. 

(d) Section 5 of the Farm Credit Act of 1933, as amended, is amended (1) 
by changing ‘$120,000,000” in subsection (a) thereof to ‘$60,000,000’; (2) by 
striking from subsection (b) thereof the words ‘‘the production credit corporations 
and’’; (3) by changing ‘‘$40,000,000” in subsection (e) thereof to “‘$100,000,000” ; 
and (4) by striking from subsection (e) thereof the words ‘‘and/or paid-in surplus’’. 

(e) Section 6 of the Farm Credit Act of 1933, as amended, is amended to read 
as follows: 


“INVESTMENT BY GOVERNOR IN STOCK OF PRODUCTION CREDIT ASSOCIATIONS 


“Sec. 6. The Governor may purchase class A stock of any production credit 
association in such amounts as he determines are required to meet the credit needs 
of farmers in the area served by such association. Payments for such stock 
purchased by the Governor shall be made out of the revolving fund authorized 
by section 5 (a) of this Act and such stock shall be held by him on behalf of the 
United States. The Governor may at any time require any production credit 
association to retire and cancel any class A stock held by him in such association 
if, in his judgment, the association has resources available therefor, and the 
proceeds of such stock retirements shall be paid into such revolving fund.” 

(f) Section 20 of the Farm Credit Act of 1933 is amended by changing the 
fourth sentence to read as follows: ‘‘Such articles shall be signed by the individuals 
uniting to form the association and a copy thereof shall be furnished to the 
Governor.” 

(zg) Section 21 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking from the first sentence the words ‘production credit corporations” 
and substituting in lieu thereof the words ‘‘the Governor’; and (2) by deleting 
the last sentence thereof. 

(h) Section 22 of the Farm Credit Act of 1933, as amended, is amended by 
striking out the words “‘production credit corporation’, wherever they appear 
therein, and substituting in lieu thereof ‘‘Federal intermediate credit bank.’’ 

(i) Section 23 of the Farm Credit Act of 1933, as amended, is amended (1) by 
changing the first sentence to read as follows: ‘‘Each production credit association 
shall, under such rules and regulations as may be prescribed by the farm credit 
board of the district with the approval of the Farm Credit Administration, invest 
its funds and make loans to farmers for general agricultural purposes and other 
requirements of the borrowers”’; (2) by deleting the second sentence; (3) by striking 
from the third sentence the word ‘‘corporation’’ and inserting in lieu thereof the 
words “Federal immediate eredit bank’ “Farm Credit Administration’; and (4) 
by changing the period at the end of next to the last sentence to a colon and 
adding the following: ‘‘Provided, That an association may, under rules and regula- 
tions issued by the Farm Credit Administration, make loans to any class B 
stockholder secured by warehouse receipts covering agricultural commodities 
stored in bonded warehouses without the purchase of additional class B stock.’ 

(j) Section 34 of the Farm Credit Act of 1933, as amended, is hereby amended 
by adding before the semicolon at the end of ‘‘(b)’”’ the words ‘‘or to Federal land 
banks or Federal intermediate credit banks.”’ 

(k) Section 41 of the Farm Credit Act of 1933, as amended, is hereby amended 
by adding before the semicolon at the end of ‘‘(b)’’ the words “or to Federal land 
banks or Federal intermediate credit banks.”’ 

(1) Section 60 of the Farm Credit Act of 1933, as amended, is amended (1) by 
striking from the first sentence the words “‘the production credit corporations,”’: 
(2) by striking from the second sentence the words “association, or corporation” 
and substituting in lieu thereof the words “or association’’; and (3) by striking 
from the third sentence the words “production credit corporation or’’, ‘“‘or corpora- 
tion’, and “corporation or’, wherever they appear therein. 
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(m) Section 61 of the Farm Credit Act of 1933 is amended (1) by striking from 
the first sentence the words “production credit corporation,’”’; and (2) by striking 
from the second and third sentences the words “association. or corporation’’, 
wherever they appear therein, and substituting in lieu thereof the words “or 
association’, 

(n) Section 62 of the Farm Credit Act of 1933, as amended, is amended by 
striking out the words “production credit corporations,’’. 

(o) Section 63 of the Farm Credit Act of 1933, as amended, is amended (1) by 
striking from the first sentence the words ‘‘the production credit corporations,”’; 
(2) by striking from the first and second sentences the words ‘‘associations, or 
corporations” and “‘associations, and corporations,’’ and substituting in lieu thereof 
the words ‘‘or associations’ and ‘and associations,’’, respectively; and (3) by 
changing the last sentence to read as follows: ‘‘The exemption provided herein 
shall not apply with respect to any production credit association or its property 
or income after the class A stock held in it by the Governor has been retired, or 
with respect to any bank for cooperatives or its property or income after the stock 
held in it by the United States has been retired.’’ 

(p) Section 65 of the Farm Credit Act of 1933, as amended, is amended (1) by 
striking out the words “production credit corporation,’”’; and (2) by striking out 
the words ‘‘association or corporation’’, wherever they appear therein, and sub- 
stituting in lieu thereof the words “‘or association”’. 

(q) Section 86a of the Farm Credit Act of 1933 is hereby repealed. 

Sec. 106. (a) Section 5 of the Farm Credit Act of 1937, as amended, is amended 
(1) by striking from subsection (d) (2) (B) the words “production credit corpora- 
tion of the district’’ and substituting in lieu thereof the words ‘Governor of the 
Farm Credit Administration’’; and (2) by striking from subsection (h) the words 
“production credit corporation,’’. 

(b) Section 6 of the Farm Credit Act of 1937 is amended (1) by striking from 
the first sentence of subsection (a) the words ‘‘production credit corporation,”’; 
(2) by striking from the third sentence of subsection (a) the word ‘‘three’’; (3) 
by striking from the first sentence of subsection (b) the words ‘“‘the bank for 
cooperatives, and the production credit corporation’? and substituting in lieu 
thereof the words ‘‘and the bank for cooperatives’; and (4) by striking from the 
last sentence of subsection (b) the words ‘‘production credit corporation,”’. 

Sec. 107. (a) Section 8 of the Farm Credit Act of 1853 is amended by striking 
out the words ‘‘production credit corporation”, wherever they appear therein, 
and substituting in lieu thereof the words “Federal intermediate eredit bank — 
“District Farm Credit Administration’’. 

(b) Subsection (a) of section 16 of the Farm Credit Act of 1953 is amended 
to read as follows: 

‘‘(a) Any other provisions of law to the contrary notwithstanding, after the 
effective date of this Act any production credit association may, with the approval 
of the Farm Credit Administration, issue nonvoting preferred stock, to be known 
as class C stock, which may be purchased and held by the Governor of the Farm 
Credit Administration and by investors: Provided, That the issuance of such 
stock shall be authorized by vote of not less than two-thirds of the outstandiug 
shares of class A stock of the association (other than shares held by the Governor 
of the Farm Credit Administration) by the holders thereof in person or by proxy 
and by vote of not less than two-thirds of the outstanding shares of class B stock 
of the association by the holders thereof in person or by proxy; and for this purpose 
holders of class A stock (other than the Governor of the Farm Credit Administra- 
tion) and holders of class B stock shall be entitled to one vote for each share of 
stock held by them. Payments for such stock purchased by the Governor shall 
be made out of the revolving fund created by section 5 (a) of the Farm Credit 
Act of 1933, as amended, and the proceeds from the retirement of any such stock 
shall be paid into such revolving fund.” 

Sec. 108. Section 601 of the Department of Agriculture Organie Act of 1944, 
as_amended, is hereby amended (1) by striking from subseetion (a) the words 
‘production credit corporations,’’, wherever they appear therein, and the word 
‘““eorporations,”’; (2) by striking from subsection (b) the words ‘‘the Federal in- 
termediate credit banks, and the production credit corporations’? and substi- 
tuting in lieu thereof the words “and the Federal intermediate credit banks’’; 
and (3) by striking from subsections (b) and (ce) the words ‘‘and corporation”, 
“and corporations’, and ‘‘corporation,”’, wherever they appear therein. 

Sec. 109. Sections 658 and 1014 of title 18, United States Code, are hereby 
amended by striking from each such section the words ‘‘or in which a production 
credit corporation holds stock’’. 
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TITLE II—MISCELLANEOUS PROVISIONS 


Sec. 201. (a) The Government Corporation Control Act, as amended, is amended 
(1) by striking from section 101 the words ‘‘Federal Intermediate Credit Banks; 
Production Credit Corporations;’’; (2) by inserting in section 201 immediately 
following ‘‘(3)’’ the words “Federal Intermediate Credit Banks, (4)”; (3) by 
changing ‘(4)’’ in section 201 to ‘‘(5)”; and (4) by striking from seetions 302 
and 303 the words “production credit corporations,’’. 

(b) After the effective date of this Act, the Federal intermediate credit banks 
may utilize their funds for administrative expenses without regard to the limita- 
tions contained in any other Act of Congress governing the expenditure of 
appropriated funds. 

(c) Paragraph Seventh of section 5136 of the Revised Statutes as amended, is 
amended (1) by inserting in next to the last sentence immediately before the words 
‘‘Federal Home Loan Banks’’, the words “‘thirteen banks for cooperatives or any 
of them or the’’; and (2) by changing the last sentence to read as follows: ‘‘The 
limitations and restrictions herein contained as to dealing in and underwriting 
investment securities shall not apply to obligations issued by the International 
Bank for Reconstruction and Development which are at the time eligible for 
purchase by a national bank for its own account: Provided, That no association 
shall hold obligations issued by said bank as a result of underwriting, dealing, or 
purchasing for its own account (and for this purpose obligations as to which it is 
under commitment shall be deemed to be held by it) in a total amount exceeding 
at any one time 10 per centum of its capital stock actually paid in and unimpaired 
and 10 per centum of its unimpaired surplus fund.” 

Spe. 202. (a) This Act shall become effective on January 1 next following its 
enactment, 

(b) For purposes of applying the amendment in section 103 of this Act, that 
part of the fiscal year 1957 preceding the effective date of this Act shall be deemed 
to be a separate fiscal year. 

Suc. 203. (a) If any provision of this Act, or the application thereof to any 
person or circumstance, is held invalid, the remainder of the Act, and the applica- 
tion of such provisions to other persons or circumstances, shall not be affected 
thereby. 

(b) The right to alter, amend, or repeal this Act is hereby expressly reserved. 

Amend the title so as to read: ‘To liquidate production credit corporations; to 
provide for retirement of Government capital in Federal intermediate credit 
banks; to provide for supervision of production credit associations; and for other 
purposes. 


Senator Hottanp. Next is Mr. James Crouch. 


STATEMENT OF JAMES CROUCH, SECRETARY, 10TH FARM CREDIT 
DISTRICT PRODUCTION CREDIT ASSOCIATIONS COMMITTEE, 
BURLESON, TEX. 


Mr. Croucn. Mr. Chairman and gentlemen of the committee, I am 
James Crouch, of Burleson, Tex. I have been a member of the Step- 
henville Production Credit Association since 1945, on the board of di- 
rectors of this association since 1949, now vice president of this board, 
and a member and secretary of the 10th Farm Credit District PCA 
Committee. 

I operate a dairy and general farm near Burleson, Tex., and my 
father was one of the early users of production credit, being one of 
those whom the system saved during the depression. 

The 10th district PCA committee has met many times during the 
past year to represent the associations in our disrtict, and in more 
recent months to consider proposed farm-credit legislation. 

At a meeting on March 3 of this year, the committee as a whole se- 
lected Mr. D. T. Northeutt, chairman, Mr. J. B. Chambers, and my- 
self, to represent the PCA’s of the 10th district at this hearing. Mr. 
Northeutt and Mr. Chambers were not able to attend at this time. 
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It is a pleasure to appear before you and express the desires of the 36 
production credit associations in the 10th Farm Credit. District con- 
cerning S. 3564 and identical bills, which would combine the produc- 
tion credit corporations and Federal intermediate credit banks into 
1 organization, and to provide a means by which this institution could 
become wholly farmer owned. 

The associations of the 10th district have had a desire for several 
years to own these two organizations and have not changed our views 
in this matter. 

Our district was divided in opinions regarding section 201 of the 
bill, which became the Farm Credit Act of 1955, to the extent that 
further unity within the district appeared doubtful. 

We are now convinced that deletion of section 201 of that bill was 
justified to the extent that we have been able to iron out most of our 
differences and become more unified in our line of thinking. 

In August of 1955, the Federal Farm Credit Board held a hearing 
in Houston, Tex., which was attended by representatives of all 36 as- 
sociations and most OF I’s of the district. 

The purpose of this hearing was to give every association and OFI’s 
an opportunity to express their views, and these views to be used by 
the Federal Board, along with the opinions of all other districts in the 
development of legislation more nearly representing the desires of the 
farmers using short-term credit. 

In November of 1955 the Federal Board held a similar meeting in 
Houston, at which time a proposed bill was presented that resulted 
from the earlier hearings. We realize that this new bill could not be 
exactly as each individual wished and that it would of necessity repre- 
sent majority thinking. 

After detailed explan: ition of the proposed bill and lengthy discus- 
sions, we realized that the Federal Board had done a masterful piece 
of work that we concluded was fair to everyone concerned. 

At the conelusion of this hearing every PCA in this district went 
on record supporting the proposed bill and desired that the 10th dis- 
trict be represented as 100 percent in favor of it. Minor changes in 
the bill since that time have made no difference in this position as ex- 
pressed at our recent meeting of the district committee. 

The OFT’s of the 10th district have consistently opposed the wishes 
of the PCA’s on legislative matters pertaining to the FICB’s and 
PCC’s. Recommendations made by the OFI’s were of such nature 
that we could conclude only that they actually did not want any change 
made in the present setup, and wanted to eliminate all supervision that 
has been vital to past development of the PCA system. 

Last year they opposed that part of section 201 of the Farm Credit 
Act of 1955 that pertained only to PCA’s. Now they are opposing 
the purchase of the FICB’s by the users of that institution. 

We believe that the proposed Farm Credit Act of 1956 deals more 
than justly with the OFI’s and others discounting with the FICB’s 
because they are not required to make any form of initial payment yet 
have full access to us of the bank on the same terms as PCA’s, and will 
participate in any dividends the same as if they were stockholders. 
We fai q to find any part of this bill that could be construed as detri- 
mental to any user of the bank. 

76921—56——12 
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The 10th Farm Credit District PCA committee unanimously re- 
quests and urges prompt passage of S. 3564 or an identical bill, : 
order to relieve the unsettled conditions in our district and in aaeee. 

Senator Horzianp. I have sketched through your statement. I 
know that you are strongly supporting. 

Mr. Croucn. Just exactly. 

Then I would like to make a statement in regard to S. 3699. 

Senator Hotianp. All right, sir. 

Mr. Croucn. This bill in regard to S. 3699. 

Senator Hottanp. What is that bill ? 

Mr. Croucu. That has been introduced. Our committee of the 10th 
district has discussed this matter in the past. 

Senator Hottanp. You mean the permitting of a manager for one 
of the Farm Credit Administration units to serve as a member of the 
board of directors of any other unit ? 

Mr. Croucn. Yes, sir. We would be in very bitter opposition to 
that. 

Senator Hotianp. In other words, you think that managers should 
not be allowed to serve ? 

Mr. Crovcn. Should not be permitted to serve. 

Senator Hottanp. Thank you, sir. 

Mr. Croucu. And we would be in bitter opposition to this bill as 
submitted by the Budget Bureau, too. 

Senator Hottanp. On the principal matter ? 

Mr. Croucn. Yes, sir. 

Senator Hotianp. In other words, you are favoring S. 3564? 

Mr. Croucnu. Yes, sir. 

Senator Hottanp. And you are opposing S. 3699 ? 

Mr. Croucn. Yes, sir. 

Senator Hottanp. And you are acting for the whole group of as- 
sociations mentioned in your statement ? 

Mr. Croucn. Yes, sir. 

Senator Hotianp. Thank you very much. 

Gentlemen, I am sorry; there is a quorum call. I will have to ask 
to be excused until I can get back here. It may be quite a little while. 
I hope you will bear with me. 

If you can arrange to submit statements which do not mention what 
has already been covered, that will be satisfactory and that will ex- 
pedite the hearing. 

( Recess. ) 

Senator Hotnanp. Mr. Roy Davis. 


STATEMENT OF ROY B. DAVIS, MANAGER, PLAINS COOPERATIVE 
OIL MILLS, LUBBOCK, TEX. 


Mr. Davis. Mr. Chairman, I do not have a prepared statement to 
submit and I will make mine pretty brief because I know everything 
has been covered. 

I am Roy B. Davis, manager of the Plains Cooperative Oil Mills, 
of Lubbock, Tex 

[Town a small farm and am a director of the 10th district at Houston. 
I want to say in the beginning that I heartily endorse and our board 
has endorsed this Federal Farm Board bill highly, S. 3564. 
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We think the consolidating of the credit bank and the corporation 
will be good, be good from the grassroots up. 

We think that it needs to have that integration that it takes that 
can best be had in a consolidated unit. We think too that it will tend 
to a make a little bit more harmony. We find that, as times get a little 
bit rough, we are sort of divided. 

Some fellows think we ought to pass on the loan and approve it; 
some think we should not. So we believe when it all gets under 1 roof, 
where the responsibility is with 1 man, that there will be more har- 
mony and the borrower will be served best. 

We think, too, that in due time the production credit of a consoli- 
dated bank can and will handle a greater part of the short-term 
credit than it does now, so I want to say we are heartily in favor. 

There is one question that bothers me in it, and that is the OFT’s. 

To my way of thinking it would probably be better for the bor- 
rowers of short-term credit if the Farm Credit Administration would 
lay down the qualifications whereby OFI could become a cooperative 
unit, and if it met those qualifications and if it operated within the 
rules and regulations as laid down by Farm Credit, that they, too, 
should become a voting member. 

We personally, I have observed that there is always room for any 
good credit lending agency to the producer if it is soundly financed 
and soundly managed and if it is operating to the producer’s interest. 
So I think there is room for it. I have noticed, too, among the OFT’s 
that they tend to sort of have what I would call commodity or special 
financing. There is some financing that fits better the cattleman, some 
on dairy, some on rice, and so forth, and they seem to fit in those cate- 
gories and possibly have a place. 

But certainly if they were to enjoy the privileges of member ship, 
they should also be qualified and they should assume the responsi- 
bilities of it. 

I believe if those things are done, particularly if they were given an 
opportunity to—I am afraid without it that there may be some fear on 
the part of the OFI’s that they are being disc riminated against, and 
so forth, so I would raise the question and ask the committee to give 
consideration to that point. 

Other than that I do not believe I have anything to add that has not 
been covered. 

Senator Hottanp. Thank you very much, sir. I believe that I 
have no questions. 

Mr. Davis. Thank you, sir. 

Senator Hotitanp. Thank you, Mr. Davis. 

Mr. Warxkins Jounston. Mr. Leonard Read? 


STATEMENT BY LEONARD E. READ, JR., MANAGER, CALIFORNIA 
COTTON CREDIT CO., LOS ANGELES, CALIF. 


Mr. Reap. Thank you, Mr. Chairman. 

My name is Leonard Read. I represent an OFI, California Cotton 
oe Co., with offices in Los Angeles and Fresno, Calif., and Yuma, 
Ariz. 

I also speak on behalf of three OFT’s in the Berkeley District who 
were unable to be present at this hearing, namely: California Cattle 
Security Co., Ltd. of Glendale, Calif. ; Producers Cotton Credit Co. 
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of Phoenix, Ariz.; and J. G. Boswell Farm Loan Co. of Los Angeles. 

With your permission I would like to digress. I am sorry that 
Governor Tootell is not here. I would like to say as an OFT member, 
I felt rather maligned the other day in part of his testimony regard- 
ing two remarks that were made, one that the OFI’s take only loans 
on which a profit can be realized, and No, 2, that our loans are mainly 
large and of a gilt-edged nature and sort of the cream off the top, so to 
speak, the inference being that we leave the poor loans, the sorry ones, 
for the PCA’s. 

Regarding the first, I merely would like to ask when has profit 
been suspect ? 

Whether you call it a net margin or savings or what have you, it is 
still a requirement for sound business operation and growth. 

PCA’s need a profit to prosper and flourish. 

In regard to the second, I would like to ask the Governor if he knows 
anything about this history of our company that went broke in the 
early thirties. 

It was several of those large gilt-edge loans that did it. It not only 
took down the financing company, it took the parent company with it. 

If he will inspect our company’s loan portfolio, he will find loans 
ranging from $500 to $140,000 with the largest percentage of which, 
as these difficult times have created, they are of a very marginal 
character. 

I wanted to express to him that if that was the cream, then maybe 
I was in the sour cream and cheese business instead of the loan 
business. 

Gentlemen, I wish to offer testimony opposing the bill before this 
committee. 

The OFT’s in the Berkeley District account for 35 to 40 percent of 
the Federal Intermediate Credit Bank of Berkeley’s annual business 
volume. Many have been discounting with FICB as early as 1924, 
nearly 10 years before PCA’s were organized. As to individual bor- 
rowers, we provide agricultural credit to about 10 percent of the 11th 
District’s total, which includes both large and small producers. 

The part that I would like to read here, because you might have 
some question about it, is this part relating to costs in this merger. 

First, I should like to discuss some of the important costs connected 
with this proposed merger. According to my calculatioins, the PCA’s 
will not make sufficient earnings to pay for ownership of the Federal 
intermediate credit banks, let alone build their surplus. 

When various plans for retiring Government capital from the Farm 
Credit System were first discussed in Berkeley by the Farm Credit 
Board on July 18, 1955, the plan before us now was presented as feas- 
ible, based on a discount rate of 2 percent. 

In the light of FICB’s last debenture issue at 3.6 percent. we feel 
this fundamental assumption of a 2 percent discount rate is fairly 
unrealistic. 

The cost of operating a PCA or OFT is the largest controllable 
cost. The operating need of small PCA is about 3.5 percent. That is 
assuming he wants to put a little something into surplus. 

Some of the larger PCA’s can operate at 3 percent. Except for the 
cost of operating the credit banks, the cost of money is the largest un- 
controllable cost with which we must contend and is consequently of 
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vital importance in forecasting the outcome of a purchase program as 
proposed in the bill. 


FREE OD MITE | COIN a iil kits mln chennai cinibnitheeslasanianis : 
"Eth I) Oe I sine od cocci eninttcale: saci eatin tata caste ce eee 4.0 
If cost of retailing money to farmer is 

Rate charged to growers would be 

However, competition determines interest rates and we are currently 
charging the grower 5.5 to 6 percent, even though with FICB’s latest 
rate quoted at 3.5 percent, we are technically authorized to charge 7.5 
percent, which is out of the question. 

If PCA’s or OFT’s increase the interest rate arbitrarily above the 
level charged in the market place, onr best customers will be lost to the 
commercial banks and other financing competitors. 

Therefore, the squeeze is on the earnings of PCA’s and OFT’s. 
If the competitive rate is 5.5 to 6 percent, and the cost of money is now 
3.5 percent, that leaves PCA’s a spread of 2 to 2.5 percent while it cost 
them 3 to 3.5 to operate. Where is the margin for purchase of the 
FICB’s or building surplus? 

I am assuming here the average volume of business of $60 million 
done by the Berkeley Bank. 

A short time ago we were given the opportunity to review a report 
to the Farm Credit Board by Arthur Andersen & Co., which esti- 
mated savings to be realized from consolidation, personnel cuts, and 
changes in loan supervision and rediscount procedures. 

We consider the report to be very narrow in its appreciation of the 
consequences of its recommendations. It evaluates none of the real 
fundamental questions voiced for some time now by the OFT’s re- 
garding the propriety of merging two institutions, largely dissimilar 
in concept, purpose and service rendered. 

But most important, it fails to place in proper perspective the fact 
that even the generous estimate of savings of $28,000 from consoli- 
dation in the Berkeley district would mean a net reduction in the cost 
of money of only .04 of 1 percent. 

In the face of no earnings or operating deficits, it is now proposed 
that sharp reductions in loan supervision, in personnel, and ques- 
tionable alteration in rediscount procedures be implemented to realize 
a saving, which is nominal in relation to overall costs. 

Now the question of the surplus. The OFIs in the Berkeley district 
helped build the present $3 million surplus. Of course, Federal land 
bank ownership by the national farm loan associations and co-op 
ownership of the Bank for Cooperatives established the precedent to 
give the surplus to the users. 

In this case, the stock would be purchased at par of $5 million 
with a book value of $8 million. The OFIs will be issued no stock, 
but rather are to receive from the net earnings of the bank, after 
reserves and franchise taxes are provided for, participation certifi- 
cates, these to be redeemable at par upon liquidation of an OFT or 
when all the class A stock has been retired. 

In other words, for an OFT to realize any value from the participa- 
tion certificates issued to it, if any, that lending institution must either 
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go out of business or await the occurrence of an event which has 
all the earmarks of requiring 50 to 100 years to accomplish. Do not 
the OFIs have claim to FICB surplus as valid as the PCAs, if it is 
construed that the users earned it ? 

Who will pay for PCA ownership? The policy set forth in the 
bill before this committee is to encourage and promote continued 
growth of the PCAs. If this to be actively undertaken by the FICB 
or is this to be done by the Farm Credit Administration in Washing- 
ton? Inany event, whoi is to pay for it ? 

The banks now pay Washington’s expense as assessed by the Farm 
Credit Administration. But the consolidation plan contemplates that 
the cost of supervision be paid out of Production Credit Corporation 
surplus and expenses beyond that amount “out of other resources. 

If this must be borne in the discount rate, OF Is will be paying part 
of the cost. 

Section 205 (a) covers class of stock, ownership, dividends, and 
retirement of stock, and raises two pertinent questions: 

(2) How long is the purchase expected to take ? 

(b) What increase in the FICB discount rate will be required 
to accomplish it ? 

In view of competitive money rates to borrowers and the cost of 
money in the market place, we would question Governor Tootell’s es- 
timate of 10 to 40 years. 

Another question we must ask: Does change of ownership take 
the Federal Government out of the agricultural credit field. The 
proposed bill provides that the Government may reverse the intended 
transfer of ownership at any time the Governor deems it expedient to 
reinvest in the class A stock of the banks. 

Thus, the question of ownership is largely academic. Who holds 
title to part of the Farm Credit System is of little importance com- 
pared to the possible adverse effect the announced change of owner- 
ship may have on acceptance of FICB’s debentures. 

What has the present FICB system cost the U. S. taxpayer It is 
well known that on its investment of $60 milli $5 million in each 
district bank—the Federal Government has received $9,200,000 in 
franchise taxes since the banks were organized in 1923. 

The $60 million is still intact, as of June 30, 1955. Surplus and 
reserves in the 12 months totaled more than $47 million. Total net 
earnings of $56,200,000 on an invested capital of $60 million. Thus 
the banks have not been a burden on taxpayers or the Treasury since 
all of its funds have been obtained in the open market and expenses 
have been provided for out of earnings. 

Regarding the matter of supervision, the proposed law does not spell 
out the details of supervision. What, broadly, are the duties of super- 
vision of PCA’s to be delegated to FICB? Are these not likely to 
conflict with the primary purpose of FICB’s to serve as banks of dis- 
count for agriculture through disc ounting agricultural and livestock 
paper for, and making loans to, all financing institutions qualified to 
use the bank’s facilities. 

Assuming the FICB’s are to exercise the duties of supervising 
PCA/’s, what sort of relationship is created when the credit directs the 
affairs of the debtor who in turn owns the creditors’ business ? 
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There is a presumption here that the owners of a business would 
want to sit on its board and have a voice in its management and policies. 
It appears to us the fundamentally sound relationship of independence 
between lender and borrower would no longer exist. As financing 
companies we do not try to run the affairs of our borrowing customers 
—we either make a loan or we do not. 

Heretofore, and presently, the bank has not attempted to manage 
our affairs in making, servicing or collecting loans. It has merely re- 
served the right to grant or deny the discount privilege and to refuse to 
accept loans offered for discount. 

With further regard to the question of having a voice in the credit 
system of which we have considered ourselves a part, OFI’s have no 
representation on either the District Farm Credit Board or the Federal 
Farm Credit Board. In defense of our reluctance to accept assurances 
that we will be “taken care of”, we ask, where will our voice be heard? 

One other important thing, the money market is of primary concern 
to us and it has reached a height that we did not think possible right 
now. 

We are always concerned about the reaction of debenture buyers to 
this change. I would like to point out where we believe the strength 
of the debentures lay. 

Wherein lies the strength of FICB debentures in the money market ? 
The assets of every PCA and OFI now underwrite the paper dis- 
counted with the FICB’s and this, in turn, strengthens the collateral 
behind the bank’s debentures. 

Even though the initial stock subscription by each PCA—15 per- 
cent in the first 2 years—is small, by that amount is the System weak- 
ened when gilt-edge liquid assets (i. e., Government bonds) are ex- 
changed for a nondividend- -paying frozen equity in FICB. 

Only in the Governor’s authority to reinvest Government capital at 
his discretion do we find an avenue to avoid endangering marketability 
of the banks’ securities. To the users of the banks’ facilities, any dis- 
turbance, especially now, of the money market could be exceedingly 
costly and, in our opinion, any contemplated change in the System’s 
structure should be approached with more than ordinary caution. 

Another point that we feel is unjust is the bill before this committee. 
The bill before this committee also gives the FICB Board authority to 
terminate employment of all PCC -FICB personnel and then reemploy 
such of them in such capacities as determined by the Board. The 
Farm Credit Administration, however, need not approve the district 
board’s selection which clearly gives it direct control down to the last 
employee. 

The OFT’s have long voiced their admiration and approval of the 
FICB’s management, personnel and operating efficiency in our district. 

They operate like no Government agency I know of. It is run like 
a private business. 

We do not favor changes in the present bank personnel nor do we 
believe jurisdiction for such selection should rest outside the distr ict 
boards. We are opposed to further concentration of authority in 
Washington. 

To summarize: In the opinion of the private finance institutions for 
whom I speak, the proposed PCC-FICB merger— 
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Will take too long. The time required to retire Government cap- 
ital will be entirely dependent on earnings under changing competitive 
conditions. 

2. Comes at a time when agriculture is in a distressed state and any 
adverse effects resulting from the merger would accentuate this condi- 
tion. 

8. Although we do not pretend to speak for the PCA’s, we believe 
the purchase plan will impose an unnecessary burden on them. 

1. Does not remove Government control from the FICB system 
when and if Government is finally repaid. 

Is inequitable to the OF T’s: 

(a) Gives ownership of the surplus to PCA’s despite contributions 
OF T's have made to the surplus. 

(6) Our competition—and they are competitors—will own the 
banks. They will elect two directors, OFI’s will elect none, and the 
policy instructs those who are to administer this law to promote and 
encourage development of the PC A’s. 

We have no argument with them. In fact, we work fairly closely 
with them in many of the areas we serve. 

(c) OFT’s will be expected to share the cost of supervision. 

(d) If FICB’s are to exercise supervision, what assurances have 

e that they will not attempt to supervise all discounting agencies ¢ 

(e) Webelieve the OFT’s will ultimately be driven out of the system. 

The alleged mortality rate of OFI’s (1,200 down to 94) may be in 
some measure due to the rise of PCA’s (0 to 498) and the growth and 
competitiveness of the commercial banks rather than our ineptitude 
or unwillingness to provide credit to agriculture. 

The OFT’s interest is to provide money to farmers and ranchers at 
competitive rates through a self- -supporting system. 

Naturally, we are more interested in the rates our borrowers must 
pay for capital than we are in who owns the banks. 

The OFT’s for whom I speak would prefer, over the present bill, 
a long-term retirement program, based on FICB earnings, and pro- 
viding for no purchase of stock (credit bank plan IT). 

This I believe was the plan submitted by the Federal intermediate 
credit banks’ presidents to the Board, and this was submitted with 
six others at these first hearings, but not given much consideration. 

The rate of retirement of Government money would depend, as it 
must under any plan based on earnings, on the spread available in the 
rediscount rate. 

When the Federal Government was finally paid out there would 
be no stockholders but rather an independent trust, held in perpetuity 
for agriculture and available to all qualifying lending agencies. 

Senator Hotianp. You think that the new organization would not 
be freed from Federal interference and regulation ? 

Mr. Reap. No, sir. 

Senator Horianp. You heard the Bureau of the Budget this morn- 
ing take exactly the opposite position. They think that it is too much 
freed and that there should be provisions put in there to restore bud- 
getary control and other controls that they think are necessary over 
these local institutions. 

Do you have any comment to make on their position ? 
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In other words, they were taking the opposite extreme of the posi- 
tion that you are taking? 

Mr. Reap. Yes, sir. I believe that as long as we have Government 
money in the system, that I can understand the Government’s re- 
luctance to release it. 

In fact I do not know that turning the surplus over to the users is 
necessarily right. We say that the users earned it and they con- 
tributed to it and the farmers contributed to it, but that is a matter 
of policy. 

Retake Hoiuanp. Well, it would follow a policy or course that 


has been established in the case of Federal land banks and the banks 
for cooperatives already. 


Mr. Reap. Yes, sir; I brought that out in here, if that policy was 
followed. 

I would not say that it is perhaps necessarily correct. 

Senator Hottanp. Thank you very much, Mr. Read. 

Mr. Watkins Johnston. 


Mr. Johnston, we would like to hear you, sir. 


STATEMENT OF WATKINS JOHNSTON, REPRESENTING THE PRO- 
DUCTION CREDIT ASSOCIATIONS OF THE FIFTH FARM CREDIT 
DISTRICT, MONTGOMERY, ALA. 


Mr. Jonnston. Senator, there has been so much said and so much 
that duplicates that the thinking of our group and others that I will 
try to eliminate that which is a duplication and get to the point. 

I represent the PCA’s of the fifth district. I was given a letter 
which I understood had been pretty thoroughly passed among the 


interested parties stating their original position. It was adopted in 
answer to the first call in the summer of 1955, readopted in answer 
to the second call in the fall of 1955, and was transcribed and readopted 
at a meeting of April 9, 1956. 

It purports to speak for 22 of the 26 associations of the fifth district. 

I understand, though I cannot vouch for the correctness of it, that 
it now speaks for all but one, the association represented here yester- 
day by Mr. Thomson of the Jennings Credit Association. 

To brief the resolution which I will ask be placed in the record, 
the resolution first opposes the proposed change. 

Second, it suggests that if there is to be the adoption of the proposed 
change, that the effective date of the adoption or the effective date 
of the change be deferred for a period of 5 years. 

It approves Senate bill 3564 if there must be a bill. 

May I offer that in evidence? 

Senator Hotianp. Yes, it will be admitted. 

(The document is as follows:) 


RESOLUTION UNANIMOUSLY APPROVED BY 22 OF THE 26 ASSOCIATIONS OF THE FIFTH 
Farm CreEp1It District REPRESENTED AT A MEETING HELD IN JACKSON, MISS., AT 
THE HEWELBERG HOTEL ON APRIL 9, 1956 


Be it resolved, That the Production Credit Associations of the Fifth Farm 
Credit District recommends to the Federal Farm Credit Board that no legisla- 
tion be enacted to change, in any way; the present Production Credit System or 
the Federal Intermediate Credit Bank ; be it further 

Resolved, That, if the Congress of the United States demands such legisla- 
tion for the merger of the PCC’s and FICB’s and the purchase of the merged 
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institutions, by the users, it is recommended that the effective date of such legisla- 
tion he deferred 5 years; be it further 

Resolved, That if there must be legislation, as above indicated, effective either 
5 years from now or sooner, it is recommended that the bill offered by the 
Farm Credit Board of Washington and introduced as 8. 3564 or any identical 
bill, be enacted into law ; be it further 

Resolved, That a copy of this resolution be sent to each Production Credit As- 
sociation in the United States, to directors and secretary-treasurer of each Pro- 
duction Credit Association in the New Orleans Farm Credit District and to 
Mr. P. F. Williams, National Advisory Committeeman and to each Senator and 
Representative in the States of Alabama, Louisiana and Mississippi and par- 
ticularly to Senator Allen J. Ellender, Chairman of the Agricultural Committee 
of the Senate and any agricultural organization which might be deemed advis- 
able by the District Advisory Committee and to each member of the Farm Credit 
Board of New Orleans. 

Certified to be a true copy. 

A. 'T. SHIELDS, 
Chairman, District Advisory Committee, Production Credit Associations, 
Fifth Farm Credit District. 


Mr. Jounsron. Today I received copies of two identical telegrams, 
one sent to the Honorable Allen J. Ellender from the Shreveport, La., 
Association, which I would like to also offer if I may, and a second 
directed to the Honorable Russell B. Long, from the same association. 

Senator Hotitanp. A copy will be inserted in the record. 

(The telegram referred to above is as follows :) 

SHREVEPORT, LA., 
April 23, 1956. 
Hon. ALLEN J. ELLENDER, 
Hon. RusseExLL B. Lone, 
United States Senate, 
Washington, D.C. 

We the undersigned directors of the Shreveport Production Credit Associa- 
tion in an official meeting held on this date urgently request your opposition to 
any change in the present Production Credit Corporation system or the inter- 
mediate credit bank. We express the opinion of our membership totaling 642. 
We would appreciate your reception of Mr. Watkins C. Johnston, who is repre- 
senting us as well as other associations in this district in opposition to said 
change. 

C. C. WHITTINGTON, 
President. 
L. S. Frierson, Jr., 
Vice-President. 
S. W. CAvETTt, 
CLARENCE H. SMITH, 
E. R. PRINCE. 

Mr. Jonnsron. Because, Senator, I am so convinced in my mind 
that our associations, though they feel that this possibly is not the 
correct move at this time, that they are sold on production credit and 
short-term credit and the good work that has been done and the neces- 
sity for the continuance of it. 

[ ask if I might review the proceedings here and possibly offer some 
alternative to their opposition so that we might go along with the 
group. 

I have here 2 or 3 suggestions which I gathered from this meeting 
and about which I have talked with Governor Tootell. 

[ offer them by way of conciliation, hoping that if the position as- 
sumed by them of opposition is not followed, that we then may go 
along with these suggestions which might eliminate the fears that 
they have of the changes. 
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The first one is based upon the fact that a great many of the asso- 
‘iations in the fifth district are so lowly capitalized, so inadequately 
capitalized that they are afraid that if they are called upon to pay 
the 15 percent, or their proportionate part of the 5 percent within the 
period stated, that it will deplete their capital and jeopardize their 
capital position, and therefore we suggest that that 15 percent be re- 
duced to 10 percent. 

We suggest, second, that the payment of that 10 percent be extended 
over a period of 5 years rather than 2 years, and we suggest that the 
Governor give to these associations whose interest we primarily seek 
to protect, an assurance that if they find their capital impaired, that 
he will come to their rescue from his revolving fund. 

And then finally, the matter of representation. 

Throughout all of the meetings, the thought has persisted that they 
were being called upon against their desire to purchase a situation, and 
that sufficient control was not given them of the new situation, and 
therefore to remedy that, we suggest that a change be made in the bill 
to allow separate boards, district boards. 

[ believe, Senator, as succintly as I can, I have expressed the desire 
of the fifth district. 

Senator Hottanp. You mean there would be two sets of boards with- 
in the one corporate organization ? 

Mr. Jounston. Yes, sir. 

Senator Hotianp. Do you have any precedent for that kind of a 
setup ¢ 

Mr. Jonnston. Of my own knowledge, Senator, I do not know that 
there is, but from my conversations with the officials of the board, I 
understand that there are. 


They are not officially separate boards, but they become separate 
boards by a manner of conducting their business. 
One I quote: 


The two representatives of the PCA acts with the appointed member to be- 
come the committee for the consideration of all PCA matters. 

It is an accepted fact. within the organization that the recommenda- 
tions of that committee with reference to PCA are accepted by the 
Board. 

I understand that that arrangement has worked satisfactorily and 
is carried out in other PC A’s. 

Based upon the desire of our group and our assurance that that 
is good, then we would like to make it official. 

Senator HoLttanp. You mean really one board of directors divided 
into two subcommittees, subboards to handle the two types of business ? 

Mr. Jounston. That would be all right ; yes, sir. 

Senator Hotianp. All right, sir. 

Mr. Jounston. Before leaving, Senator, I was asked by the Gover- 
nor my opinion with reference to a bill—— 

Senator Hotuanpb. Mr. Tootell has come back now. 

Mr. Jounston. Yes, sir. He asked me to express my opinion of 
a bill which would permit secretaries and treasurers to become mem- 
bers of district boards. 

Our district would be opposed to that. 
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Senator HoLttanp. You would oppose having paid full-time execu- 
tives in any branch of the Farm Credit Administration setup available 
and qualified for membership in boards of other units? 

Mr. Jounsron. Yes, sir. We see them as career men, probably bet- 
ter better qualified than others of the associations, but theirs is an ad- 
ininistrative capacity and not executive capacity, and I think it would 
weaken the association if we breached that line. 

Snator Hotianp. Thank you very much, sir. 

Mr. Jounsron. I thank you, sir, very kindly. 

Senator Horzianp. It has been a helpful statement. Mr. Ray 
Cowden. 

Mr. Cowpen. I would prefer to let Mr. Armer go on first if I may, 
sir. 


STATEMENT OF FRANK C. ARMER, CHAIRMAN, OTHER FINANCING 
INSTITUTIONS COMMITTEE OF ARIZONA, PHOENIX, ARIZ. 


Mr. Armer. I have prepared a short statement which I will submit. 
[ am representing all the OFI’s we have in Arizona. We have had a 
number of meetings since the draft of the bill was presented to us by 
the members of the Farm Credit Board in Berkely on November 28, 
and we set up a committee and as a member of that committee I am 
representing those companies. 

I do want to mention that out of Arizona there is a total of about 
$15 million to $18 million that have been discounted in the bank at 
Berkeley, and these OF I’s that I represent. here discounted and han- 
dled $12 million to $15 million of that. In other words, all of the 
PCA’s in our State handled about $3 million to $314 million of their 
peaktime of the money that is discounted at Berkeley. I wanted to 
mention that particular point, and then I will summarize. 

Senator Hoitzanp. Let me get that again. The PCA’s alltold 
handle how much ? 


Mr. Armer. About $3 million to $314 million of the money out of 
about $18 million. 

Senator Hottanp. And the OFI’s handle the rest ? 

Mr. Armer. The OFT’s handle around 75 percent of it. 

Senator Hotxanp. Well, your area is exceptional then, isn’t it, in 
that regard ? 

Mr. Armer. Yes, it is. We are a deficit area out there, an area of 
expanding economy. We are a deficit credit area, and it is an im- 
portant thing to us to have this discount privilege. 

Senator Hotzianp. All right, sir; proceed. 

Mr. Armer. I will read the last paragraph that I have here. 


We would much prefer to see the FICB’s capital retired by earnings and op- 
erated as a public trust, thus leaving the surplus with the Government where it 


probably belongs. 

If I may digress right here, Mr. Chairman, I would like to ask one 
question that has been discussed a lot about this earned portion of the 
$47 million surplus that might be credit to the sum of 1,200 OFT’s 
that at one time or another did business but a large portion of which 
are not now doing business with the credit banks. 

In the Berkeley district I think there were originally about 39. 
There are 10 left, OF I’s, now using the discount privilege. However, 
that difference was not what you would call mortality. 
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If I am correctly informed, only two of those went clear out of ex- 
istence. Most of those charters are still kept alive, and for various 
reasons the discount privilege is not being used in Berkeley. 

I know one of them belongs to a large company there in the north- 
ern part of the State that quit using discount privileges, but they still 
use the company within segments of their own operation, but they quit 
using the privilege when the Production Credit Act was passed in 
1933 because, after all, it was more convenient to them to let some- 
body else take care of it. 

But what I am wondering is: Where would these companies that 
are really still alive and not using the privilege figure into that cal- 
culation of a surplus if there was? 

I think it just adds more confusion to it—I will state it that way— 
and I wall rather see it left as the Budget Bureau would like to 
have it. 

Senator Hotianp. In other words, you would like to see that ac- 
cumulation of surplus remain as a cushion for credit during the op- 
eration of the concern, but in the event of liquidation it would be a 
Government asset ? 

Mr. Armer. Yes, sir. 

Senator Hotxanp. All right, sir. 

Mr. Armer. The company that I represent individually—I would 
like to make 1 or 2 statements because of this cream-of-the-crop busi- 
ness. 

Of the loans that we have, there are 22 percent that are under 
$2,500. 

I do not know whether that is a small loan or a large loan in the 
judgment of being the cream of the business. And we have 14 more 
percent of our loans that are under $10,000; in other words, a total 
percentage of 30 percent of our loans are under $10,000. 

In the livestock business we think that is small loans. 

In fact, too small if it is the limit that a man can borrow. 

I do not think I would have anything else to add and I do thank you. 

Senator Horzanp. What is your largest ? 

Mr. Armer. Our largest loan is around $90,000, a commitment of 
$98,000. 

(The prepared statement of Mr. Armer is as follows :) 

My name is Frank Armer. I am from Phoenix, Ariz., and I am appearing in 
behalf of the OF I’s of Arizona who have met on several occasions to discuss this 
legislation since it was presented as a tentative bill last November. 

The companies are: 

Producers Cotton Credit Co., Phoenix, Ariz. 

Casa Grande Cotton Credit Co., Casa Grande, Ariz. 
J.G. Boswell Farm Loan Co., Litchfield Park, Ariz. 
Tri-Stable Livestock Credit Co., Phoenix, Ariz. 
Producers Livestock Credit Corp., Phoenix, Ariz. 
Arizona Stockmen’s Loan Co., Phoenix, Ariz. 

Of loans discounted at Berkeley from the State of Arizona which in the past 
have reached peaks of from $15 million to $18 million, these companies have 
handled from $12 million to $15 million. 

Arizona is an area of expanding economy and therefore a deficit-credit area, so 
that this is a most important source to us. We realize that the bill spells out 
what is considered by some to be equitable availability of this credit to us, but 
we simply must question that it will prove so in practice. It seems to us that the 
PCA’s will have considerable influence on the new institution and while we 
have no quarrel at all with them in our area, still we anticipate a day in the 
future when this arrangement will be to our disadvantage. For this reason 
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some of the larger members of our group have already made other discounting 
arrangements to be used if this bill passes. 

In July of 1955, at Berkeley, we were told, among other things, that the 
Federal Board had been requested to submit to Congress by January of this year 
proposals for : 

(a) Transferring to the PCA’s their own costs of supervision; and 
(b) Eliminating Government capital from short-term-credit institutions 
(PCC and FICB). 

In accomplishing those things we have felt the bills before Congress much too 
drastic. We feel that under these bills a part of the cost of PCA supervision 
Will be borne by borrowers of the OFI’s. We do not feel that just consideration 
has been given to the part that OFI’s had in contributing to the surplus of the 
credit banks. While we grant that it is a matter of speculation, we feel that this 
is no time to risk increased costs of money by disturbing the reputable well-run 
credit banks through changes in management, personnel, and otherwise. 

We would much prefer to see the FICB’s capital retired by earnings and oper- 
ated as a public trust, thus leaving the surplus with the Government where it 
probably belongs. We do not feel the credit banks should be drawn into the 
settlement of problems between the PCA’s and the PCC. We agree wholeheart- 
edly with all who say the system has been well and efficiently managed, and has 
been of great service to agriculture. Why then change it so drastically at a 
time so critical to agriculture? 


Senator Hotnanp. Mr. Cowden ? 


STATEMENT OF E. RAY COWDEN, PRESIDENT, ARIZONA 
STOCKMEN’S LOAN C0., PHOENIX, ARIZ. 


Mr. Cowpen. Mr. Chairman, I have not a prepared statement, sir, 
but I have just made a few notes, because I think if I had a prepared 
statement, a great deal of it would have been repetitious. 

Senator Houtanp. I notice your company is one of the six listed in 
Mr. Armer’s statement as operating in your district. 


Mr. Cowven. That is right. 

I have lived in Arizona for 44 years, and for all that period of time I 
have either been farming, cattle produci ing, or cattle feeding. 

I was associated for several years with the people that or ganized the 
first OFI in the State. That was the Arizona Livestock Loan Co., 
and I actively worked with them in the operation of that company. 

It is inactive today. The manager of that company continued with 
it until the late thirties, and then as it became inactive retired from the 
organization that had owned it and organized what today is known as 
the Arizona Stockmen’s Loan Co. 

He passed away in 1952. 

I gathered up a group of 26 ranchers and farmers, with the exception 
on 1 at that time and 3 now, and persuaded them to purchase that loan 
company to keep it from being liquidated because I felt it would injure 
a good many livestock people very seriously. 

“These 26 stockholders—there is not 1 of them borrowed from that 
company. As I stated, they were all ranchers and farmers except 
three. One of them is an atiorney and two of them at the present time 
have not any livestock interests, but they have been in it. 

There is one thing that concerns me about this change at the present 
time. We know that our loans in all of the commercial banks are high 
in relation to our deposits. 

We just had a statement call on the 10th of April, and as far as 
Arizona is concerned, why you might say that they are up to the high 
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point on their loans and the season for their higher loans has not 
arrived. 

I believe that situation will adversely affect the sale of our deben- 
tures in the future, so it is only reasonable to expect that we will have 
increasing interest rates. 

Along with that we have had a continuing decline in agricultural 
income, I picked up two little cards that someone had that shows our 
farm-mortgage debt in 1953 went up $1.1 billion, our farm bank bor- 
Pes, went up $1 billion, our farm real-estate inventory went down 

, billion, while on the other hand from 1952 to 1955 our industrial 
tn -k prices went up 62 percent, our corporate profit after taxes went 
up 32 percent, our stockholders’ dividends up 19 percent, nonfarm in- 
come 14 percent, and net farm income down 23 percent. 

So I do not think there is any question but what the agricultural 
producer today is in a pinch. : 

Now if there is any steps taken that would in any way increase his 
cost, that will only increase the financial burden that he has to carry. 

Another reason that I am familiar with the agricultural needs in 
that area, I have been a member of the local Farm Loan Association 

Board for 25 years. 

At the present time I am the president of it, and every day I see 
increasing application for loans coming in from people that I did 
not think would have to borrow, but I think it is an advisable thing 
that they are transferring some of their current debt into long-term 
debt so as to reduce the amount of annual payments they have to make. 

That is the method that we used with a great many of the borrowers 
in this loan company that we acquired from Mr. Watson’s estate in 
1952. We persu: ided them to go out and put ranch loans on their prop- 
erty and reduce their current debt so as to spread their annual pay- 
ments over a longer period of time and be able to keep their cattle and 
their ranches, because their paper would have been of a type that it 
would have been unacceptable to Berkeley for rediscount. 

I think anything else that I might add on this would only be repe- 
titious of what has been said with the e xception of maybe one thing. 

I can’t speak on how this would affect other areas, but knowing the 
large amount of business that is transacted in Arizona by the OFI’s 
compared to the PCA’s, also knowing the close cooperation there is 
between all of them, I am sure that if there is any move taken now 
that would change that arrangement, it would certainly injure the 
borrower. 

Thank you. 

Senator Hottanp. Thank you, Mr. Cowden. 

I see here one remaining name, Mr. Kenneth M. McLeod. 

Is he here? 

All right; Mr. McLeod. 


STATEMENT OF KENNETH M. McLEOD, CHAIRMAN, COMMITTEE OF 
PRIVATELY OWNED AGRICULTURAL CREDIT COMPANIES IN THE 
SEVENTH FARM CREDIT DISTRICT, FOND DU LAC, WIS. 


Mr. McLxop. Mr. Chairman, I appear here today as chairman of a 
committee serving with Donald ee of Plain View, Minn.; 
Russell Hanson of Benson, Minn., and G. A. Redding of Windon, 
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Minn., as committee representatives of the privately owned agricul- 
tural credit companies located in the seventh Federal Farm Credit 
District. 

There is in our district one privately owned credit company which 
we do not represent, for whom we are not authorized to speak. That 
credit company was ee by the Midland Co-op in Minnesota, 
and after the meeting of last summer when the rest of the associations 
took a position on this proposed legislation the Midland advised us 
that that position was contrary to its convictions and withdrew from 
our association accordingly. 

We appreciate this opportunity to sumbit to you our conclusions 
with regard to the proposed transfer to the borrowing or discounting 
institutions of the ownership and control of the Federal intermediate 
credit banks and the merger of those banks with the production credit 
corporations. 

We understand that the Federal farm credit board has interpreted 
the 1953 Farm Credit Act as a mandate of Congress requiring by one 
method or another elimination of Government ownership and control 
of Federal intermediate credit banks and the production credit corpo- 
rations. 

We seriously question the wisdom of that so-called mandate and be- 
lieve that the Federal intermediate credit banks system should be 
maintained as a separate independent credit entity, wholly owned and 
controlled by the United States Government. 

We agree that the various institutions supervised by the Farm 
Credit Administration should be operated on a self-sustaining basis. 
[t is our conviction, however, the the Federal intermediate credit 
banks are endowed with certain functions which render unwise the 
retirement of the Government capital and the removal of Government 
control. 

In arriving at our conclusions we have given consideration to some of 
the background against which the intermediate credit banks were 
created. 

We recall that prior to 1923 the Congress and the Federal farm loan 
board gave careful consideration to a proposal that intermediate 
credit be provided by establishing in the existing Federal land banks 
intermediate credit departments. 

After an exhaustive study conducted by the Commission of Agri- 
cultural Inquiry, a joint commission of the two Houses of Congress, 
that proposal was abandoned. It was pointed out at that time that 
in establishing the Federal land banks provision was made in the 
law for the ultimate retirement of the investment of the Government 
as stock was issued to the national farm loan associations. 

It was also pointed out that the Federal land bank was not designed 
as a bank of discount, that it was intended to serve borrowers directly, 
that its services would be limited to those borrowers who would ulti- 
mately become its owners and that it granted its loans upon the basis 
of appraisals furnished by an independent appraisal system. 

The studies of the Commission of Agricultural Inquiry and the 
proceedings conducted before the Committee on Banking and Currency 
during the 57th Congress indicated that the intermediate credit re- 
quired by agriculture could only be supplied by a bank of discount 
available to all segments of the agricultural credit industry and that 
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the service which would be rendered by this instrumentality of dis- 
count would of nec eneaty fluctuate as the needs of credit, the volume 
of deposits, and the economic status of the agricultural economy 
fluctuated. 

It was, therefore, concluded that the ownership of that instru- 
mentality could not be vested in the many diverse institutions which 
from time to time would require the use of its facilities. 

Accordingly, no provision was written into the law which created 
the Federal intermediate credit banks which in any way indicated 
that their capital and assets (including the disputed surplus account) 
were ever intended to become the sole property and consequently sub- 
ject to the sole control of any particular segment of the agricultural 
credit industry. No provision was made for acquisition of stock by 
anyone other than the Government. 

It was thus clearly indicated that the Federal intermediate credit 
banks were intended to remain in a permanent establishment of the 
Govrenment designed to supplement and thus stabilize the structure of 
farm credit as the need arose. 

It was in reliance upon that law that our companies were organized 
and it was in reliance upon that law that the owners of our companies 
have devoted the greater part of their productive lives in servicing 
the farm credit needs of our communities, 

The law which brought the intermediate credit bank system into 
existence clearly stated that its discount facilities were to be available 
to all of the institutions, private and cooperative, then engaged in 
furnishing credit to agriculture. And from 1923 to the end of 1940 
the banks extended credit to 1,800 different financing institutions. Of 
these, 235 were commercial banks, 854 were livestock and agricultural 
credit corporations, 12 were regional agricultural credit corpora- 
tions. 

The remainder consisted of production credit associations and banks 
for cooperatives. 

There was then before the eyes of Congress the very situation which 
brought the banks into being and that situation indicated that private 
ownership of the bank of discount could not function as the interme- 
diate credit banks were designed to function. T he basic purpose of the 
banks is clearly indicated by a statement of the Farm Credit Adminis- 
tration in 1937, reading as follows: 

The banks (Federal intermediate credit banks) were created to provide a 
permanent and dependable source of funds required by local institutions in 
financing the seasonal production credit needs of farm and range at rates of 
interest comparable to those available to other industries, but with maturities 
adaptable to the normal liquidating seasons of agriculture. 

The intermediate credit banks were not created as emergency agencies. They 
cannot, therefore, be expected to take, directly or indirectly, inadequately se- 
cured paper. They were intended by the law which brought them into existence 
to represent a permanent system of intermediate banking, to handle farm credits 
for a longer period than ordinarily may be extended by banks of deposit and 
falling short of the long-term farm loan, with maturities of not less than 6 
months nor more than 3 years. 

Their permanence and usefulness are dependent upon making sound loans be- 
cause, to procure their funds, they must rely upon the ready marketability of 
debentures supported by these securities. 

We believe that it is unwise to be guided in our conclusions with 
respect to this proposed legislation on the basis of our experience dur- 
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ing the period from 1933 to the present time. During the greater 
part of that period we have been in an era of expanding bank deposits. 

The commercial banks have thus been able to grant and retain a 
larger proportion of the farm loans than they were in the period from 
1923 through 194. Several OFI’s ceased operations during that pe- 
riod because the credit facilities of the banks fulfilled the needs in 
their communities and the volume of discounts made by the Seventh 
District Intermediate Credit Bank on behalf of OFI’s fell from a 
total of approximately $22 million to a total of approximately $6,500,- 
000 at the present time. We do not believe that that era can be used 
as a guide for the development of legislation in this field. 

There are strong indications that that trend is already about to 
be reversed. First, our commercial banks have quite generally 
reached their maximum loan limits. 

Second, within the past 4 months 8 or 10 commercial banks have 
conferred with the officials of the FICB of the seventh district for the 
purpose of reestablishing their discount privileges. 

Third, one new OFI has been organized and started business in 
our district within the past month. 

Fourth, the Federal Reserve board in our district is holding a meet- 
ing this week and has requested FICB officials to confer with the 
board for the purpose of studying the procedures necessary to rees- 
tablish the rediscount privilege on behalf of many of its members. 

Fifth, a recent study of the Chase-Manhattan Bank indicates that 
during the next 10 years the loan demand of agriculture will increase 
by 75 percent. That same study indicates that commercial-bank de- 
posits during the same period will increase approximately 40 percent. 

Sixth, with little or no demand from commercial banks and with 
limited demand from other financial institutions, the discount volume 
of the FICB for the Seventh Farm Credit District has continued to 
grow during the past few years. 

We are informed that if the demand continues only in proportion 
to its increase of the last few years, the bank should add approximately 
$250,000 to its basic capital or surplus during each of the next 10 
years. i 

It is, therefore, our conclusion that the credit needs of agriculture 
are in a period of expansion and we are, therefore, greatly concerned 
about any legislatioin which may curtail, impair, or otherwise limit 
the functioning of the intermediate credit system. 

In this connection we quote to you from the task force report of the 
lending agencies issued by the Hoover Commission : 

The Federal intermediate credit banks also are Federal Government agencies 
engaged in direct lending to private business enterprises. They differ from the 
banks for cooperatives, however, in that they lend to the production credit asso- 
ciations and to other financial institutions instead of directly to the users of the 
funds, and they differ in that a much higher proportion of the funds which they 
lend are funds borrowed from private sources and not public funds raised by 
pledge of the Government’s credit. 

The Federal Government has provided the entire investment of ownership 
capital in the Federal intermediate credit banks. This furnishes the equity 
which helps to make possible the banks’ large borrowings from private sources. 
The intermediate credit banks issue their consolidated debentures to com- 
mercial banks and other institutions so that they may supply the loan funds 
for borrowers financed by the production credit associations and other financial 


institutions. 
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The significant statement in this quote is that the Government in- 
vestment constitutes the equity which helps to make possible the banks’ 
large borrowings from large private sources. We must have in mind 
that the functioning of the FICB’s is almost wholly dependent upon 
the ability of the system to sell its debentures in the commercial money 
markets. 

It was through the sale of those debentures that over $1 billion was 
made available to agriculture during the year 1955. We have tried to 
determine whether this proposed legislation would in any way impair 
the ability of the banks to sell the debentures. We conferred by tele- 
phone with the fiscal agent of the system and were advised about as 
follows: 

1. The Federal intermediate credit banks are regarded as govern- 
mental agencies subject to Government control. 

2. They are recognized as being wholly independent and separate 
from the institutions for which they discount loans. 

3. There is a feeling that the Government is always in a position 
to advance more funds to protect its investment in the banks. 

4. The continued availability of the $40 million in the revolving 
fund in the past has always been a factor influencing the marketability 
of the debentures. 

This legislation contemplates the ultimate retirement of all Govern- 
ment capital. With the loss of ownership the Government can rea- 
sonably expect the loss of control. When ownership of a bank of dis- 
count is vested in one class of its customers, fertile soil is created for a 
desire to discriminate among customers who are in competition with 
each other. 

Before passing to a summary, Senator, I have not said anything 
about the effect that the legislation may have on the marketability 
of the debentures as a result of the fact that the conversion from a 
governmental institution into a privately owned institution may de- 
stroy some elements of marketability that are now available to the 
debentures because the Federal Reserve System, I am informed, re- 
gards those debentures in the portfolio of its members’ banks as the 
equivalent of Government bonds. 

A question was asked of a member of a Federal bank who does not 
desire to be quoted, Federal Reserve bank, and he stated merely that 
if the ownership of the institution were to pass to nongovernmental 
hands, the Federal Reserve Board would have to reappraise its entire 
analysis of the debentures, and the probabilities are that they would 
be regarded in the same light as the securities of any other private 
institution. 

In fairness, however, I must say that I am also advised that the 
American Bankers Association has stated that it did not think it 
would make much difference. 

Senator Horianp. He thought the debentures would find an equally 

‘eady market under the reorganization ? 

Mr. McLop. That statement was made. I am inclined to think 
that the statement may have been made because the American Bankers 
Association is quite interested in getting the Government out of what 
it calls business. And the statement may have been a self-serving 
statement. 

In summary, we conclude: 
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(a) The intermediate credit banks were designed to function as 
permanent banks of discount for all institutions granting intermediate 
credit to agriculture. It was never intended that they should become 
privately owned and it is naive to expect that anyone will purchase 
the banks without acquiring control and having acquired control, it 
is naive to expect that control to be exercised for any purpose other 
than the dominant benefit of the owner. 

(6) Under the proposed legislation the Government will continue 
to have an investment in the intermediate credit banks of approxi- 
mately $82 million (exclusive of the unallocated revolving funds and 
exclusive of earned surplus of approximately $63 million). 

We see no imperative need for the retirement of that investment. 
In the hands of Government and under its control, it has purchased 
agricultural credit during the past year in excess of $1 billion. We 
know of no other method by which the Government can purchase that 
same amount of credit at less cost to itself and to its borrowing 
farmers. 

It is not a losing proposition for the Government. Nine million 
dollars has already been returned in the form of franchised taxes 
to the Government. It is reasonable to expect a continuance of a com- 
parable return. 

(c) The potential effect of the proposed legislation has not been 
sufficiently explored. The entire testimony before this committee, as 
well as before the companion committee of the House, fails to indi- 
cate that any study has been made of its effect on the marketability 
of the debentures, which constitutes the essence of the system. 

(dz) So long as our Government can continue to spend billions of 
dollars for the rehabilitation of the economy of many different foreign 
nations, it s not too much to expect that our own farmers will be 
granted what is in proportion a mere pittance for the maintenance of 
an admittedly sound system of intermediate credit. 

(e) The intermediate credit banks and the production credit corpo- 
rations, both wholly owned by the government, have earned, largely 
as a result of the use of interest-free Government money, a surplus in 
excess of $60 million. 

That fund in our minds is today legally and morally the property 
of the Government. 

The legislation proposed by the Farm Credit Board will in effect 
make a gift to that fund'to the production credit associations. 

From the standpoint of a private citizen, that is legally and morally 
indefensible. 

I was impressed yesterday, Senator, by your approach to this prob- 
lem of the surplus and I thought I was going to change my position 
after listening to you. 

During the period from 1942 to the present time I have been the 
maker of a loan that has been rediscounted with the Federal Inter- 
mediate Credit Bank. 

I have paid the interest on the )oan, and I cannot honestly accept 
your argument because during that period of time I received from an 
OFI through the instrumentality of the intermediate credit bank a 
lower rate of interest than I would have had to pay elsewhere. 

And since I received a lower rate of interest, I have concluded that 
I was a borrower having contributed nothing to that surplus, and I 
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therefore take a position that is a little contrary to some of the OFI’s 
here. 

I do not believe that either the OFT’s or the PCA’s have contributed 
in any real sense to the creation of that surplus, and that it is still and 
should be regarded as the sole property of the United States Govern- 
ment. 

Thank you. 

Senator Hottanp. Well, that isa tenable position. 

I wonder if you would care to differentiate, if you have thought it 
through, between the disposition of the reserve and surplus in this 
case and that in the case of land bank legislation and the bank for 
cooperative legislation, both of which expressed the deliberately 
adopted policy of the nation in this field of agricultural credits. 

Mr. McLexop. I do not think I am sufficiently familiar with the bank 
for cooperatives, 

I think a valid distinction so far as the Federal land bank is con- 
cerned is found in the fact that from its very inception it was to be 
a privately owned institution, and provisions were made in the law for 
the retirement of the Government capital which in effect started coinci- 
dent with the creation of the system. 

I do not think it would have been feasible to try to segregate that 
surplus and say that part of it was attributable to Government money 
and part of it to private money. 

I think that the handling of that situation by the Congress was 
consistent with the act under which the Federal land banks were 
created. I do not think that that is true in this case. 

Senator Horianp. Well, now that is a thoroughly tenable point 
of view and could only be met by two things: 

First, the strong desire of the Government as represented through 
the establishment of the production credit institutions to supply the 
field of short-term credit for farming people as an incident to serving 
the national interest, so farmers would not be choked out of existence 
but financed by short-term loans for production purposes. 

And second, the fact that the loans thus made were allowed to be 
made at an interest rate which did set up a surplus which was needed 
because the Government was there to meet the demands for ordinary 
surplus use, 

If it was just planned to simply operate in the black but not ac- 
cumulating anything from smaller interests rates, the service could 
have been supplied all along without accumulating any surplus, 

Of course the third position is that it is considered as sound pro- 
cedure in cooperative setups generally to accumulate surpluses and 
in this very legislation it is regarded as sound procedure, to become 
effective as soon as the institutions are merged. 

It would be difficult to me to draw a line of distinction between 
what occurred before January 1, 1957, and say one principle applied 
to that, and a different one applied thereafter, and there was no sim1- 
larity of the operation both before and after. ; 

Maybe there is real reason for differentiation but I doubt it. — 

Now, gentlemen, we have appreciated the very frank and friendly 
testimony that has been received, and we are grateful to you folks for 
having come here long distances to be heard and T am sure that your 
testimony will be helpful to our committee and through the commit- 
tee to the Congress. 
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{ understand that Mr. Briggs perhaps wants to supplement his 
earlier statement, is that correct ? 


STATEMENT OF MARVIN J. BRIGGS, CHAIRMAN, FEDERAL FARM 
CREDIT BOARD—Resumed 


Mr. Briees. There has been a divergence of opinion here on the 
status of OF Is under Senate bill 3564, and most of the testimony 
presented by such orginizations has been in opposition to the provisions 
of this bill. 

[ would like to read a comment made recently by the Producers 
Marketing Association, Inc., of Indianapolis, Ind. 

This association is the second largest livestock marketing coopera- 
tive affiliated with the National Livestock Producers Association repre- 
sented at these hearings by Mr. P. O. Wilson, of Chicago. Although 
the Indianapolis organization maintains or has maintained a separate 
agricultural credit corporation, it is my understanding that it now 
finances its livestock paper through the Producers Livestock Credit 
Corp. at Chicago, Tl. 

I shall read only one paragraph from the association’s statement 
and, with the permission of the committee, file for the record a copy 
of the letter from which I quote: 


H. R. 10285 makes it possible for the same to be accomplished with the Federal 
Intermediate Credit Banks and the Production Credit Corporations. We be- 
lieve this bill treats all users of these two corporations fair and equitable and 
warrants your support. Identical bills have been introduced by both Congressman 
Hope and Congressman Poage. 

On March 28, 1956, I met in Chicago with Mr. P. O. Wilson and 
representatives of several of the organizations affiliated with the Na- 
tional Livestock Producers Association to discuss Senate bill 3564, and 
to explain how that bill, if enacted, would affect the OFT’s. If I may 
I would like to read a statement made by one of the organizations 
represented at the meeting. 

Senator Horianp. Can’t you put this in the record? — 

Mr. Briees. Yes, I can; but would like to call particular attention 
to the fourth paragraph which reads as follows: 

Regarding the reorganization of the Federal intermediate credit bank, we 
should, of course, like to see the OFI’s be accorded representation and considera- 
tions as nearly equal or comparable to those accorded PCA’s as is possible, How- 
ever, we think the plan finally agreed upon and proposed by you to the Producers 
gzroup in Chicago may be, as we understand it, as near the desired objectives 
we seek as is possible to attain at this time. It seems obvious that no proposals 
can now be unanimously agreed upon which will fully satisfy all parties and 
assure immunity from later political implications. Such situations must be met 
as they arise by the leadership of the Farm Credit Administration and the au- 
thorized participants. 

I should like, if I may, also to put in the record the findings of an in- 
vestigation made at the request of the Federal Farm Credit Board hav- 
ing to do with the sale of credit bank debentures. 

Last fall the Board employed Mr. Macdonald G. Newcomb, who was 
fiseal agent for farm credit institutions from March 1, 1949, to Janu- 
ary 31, 1955, to study and report to it, possible effect on the market- 
ability of credit bank debentures which might result from a change in 

ownership of the credit banks. Mr. Newcomb asked the following 
question of responsible investment officials in each of 10 of the leading 
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banks and securities dealers who buy these securities. ‘These 10 firms 
are located in the large money centers throughout the country. 


Possible effect of change of ownership of Federal intermediate credit banks to 
production credit associations, on marketability of credit bank debentures. 


In response to this question, Mr. Newcomb reported to the Federal 
Board as follows on November 4, 1955: 


The opinion was unanimous that acquisition of the credit banks by the pro- 
duction credit associations on a basis acceptable to the Treasury would in no 
way affect the marketability of Federal intermediate credit bank debentures. 
This conclusion is supported by the experience of similar nature in the case of 
the land banks and also the Federal home loan banks. 


(The documents above referred to are as follows :) 


PRODUCERS MARKETING ASSOCIATION, INC., 
Indianapolis, Ind., April 12, 1956. 
Hon. Crecri M. HARDEN, 
House of Representatives, 
Washington, D.C. 


DEAR CONGRESSMAN: House bill 10285 as prepared by the Farm Credit Board 
and introduced in the House by Congressman Cooley, we believe fulfills a need 
in agriculture. 

We believe it is sound, that the users of the Farm Credit System eventually own 
it. This has been accomplished in the Federal land banks and congressional leg- 
islation has set up a method to make this possible in the banks for cooperatives. 

H. R. 10285 makes it possible for the same to be accomplished with the Federal 
intermediate credit banks and the production credit corporations. We believe this 
bill treats all users of these two corporations fair and equitable and warrants 
your support. Identical bills have been introduced by both Congressman Hope 
and Congressman Poage. 

May we urge you to lend your support to this bill and work for its passage. 

Yours truly, 
WILLARD BE. Jones, President. 


PRoDUCERS Live StocK CREDIT ASSOCIATION, 
Columbus, Ohio, April 18, 1956. 
Mr. M. J. BricGs, 
President, National Council of Farmer Cooperatives, 
Washington 6, D. C. 

Dear MARVIN: During the annual meeting of the National Live Stock Pro- 
ducers Association in Chicago on March 28, you conferred with officers and man- 
agement of the national association and of its affiliated credit associations 
regarding proposed credit bank legislation and policies thereunder. Reports and 
discussions of this conference were made on the following day to directors of 
the national association and to the managers’ conference. 

Since the meetings in Chicago, I have given considerable thought to the reports 
and proposals made and vigorously advanced by P. O. Wilson. In fact, we have 
reviewed the reports, proposals, and recommendations with officers of our Pro- 
ducers Livestock Cooperative Association and Producers Live Stock Credit 
Association. 

Producers Livestock Cooperative Association and Producers Live Stock Credit 
Association have been users of and expect to continue to use the services of the 
bank for cooperatives and the Federal intermediate credit bank, respectively. 
We have, therefore, a stake in the organization, representation, and functioning 
of these divisions of the Farm Credit Administration. We have joined in the 
reorganization of the Louisville Bank for Cooperatives. 

Regarding the reorganization of the Federal intermediate credit bank, we 
should, of course, like to see the OFI’s be accorded representation and considera- 
tions as nearly equal or comparable to those accorded PCA’s as is possible. How- 
ever, we think the plan finally agreed upon and proposed by you to the producers 
group in Chicago may be, as we understand it, as near the desired objectives we 
seek as is possible to attain at this time. It seems obvious that no proposals can 
now be unanimously agreed upon which will fully satisfy all parties and assure 
immunity from later political implications. Such situations must be met as they 
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arise by the leadership of the Farm Credit Administration and the authorized 


participants. 


It seems to us wholly unwise to lose the 


good will of the farm credit leadership 
at this time by oecasioning further delays by insisting upon provisions that are 
likely not now attainable. 

Furthermore, our producers association was one of the first and foremost in 
the advocacy of your election to the positions of responsibility which you now 
occupy. We then had full confidence in you and your good judgment. Neither 
has been impaired. It would now seem to be manifestly unfair for us to with- 
hold from you the cooperation you have a right to expect from those who were 
a party to the placement of farm credit responsibilities upon you. We believe 
that our interests will be best served by supporting you in your present views 
and recommendations and asking that you keep the interests of the users and ad- 
ministrators of the OFI’s in mind always so that their relationships in the farm 
credit system and the considerations afforded them through the Federal inter- 
mediate credit bank be in all regards as nearly equitable and comparable with 
P< ‘A’s aS possible ° 

T 1 


Be assured of our 


appreciation for your thoughtful efforts and of our continuing 
cooperation 
Sincerely and cordially, 
I’. G. KETNER, 
Secretary-Treasurer and General Manager. 
Mr. Brices. Mr. Senator, we appreciate the consideration you have 

given this bill. The Board has worked industriously and conscien- 
tiously and it has been handled democratically, and we will appreciate 
what you folks can do for us. 

(Whereupon, at 4:50 p. m., the committee adjourned. ) 

( Additional statements filed for the record are as follows :) 


ALEXANDRIA, La., April 11, 1956, 
Senator ALLEN J. ELLENDER, 


Scnate Office Building, Washington, D. CG. 


Dear Senator Ectenper: A bill is pending that proposes to consolidate the 
Federal intermediate credit banks and the production credit corporations. 

This is a matter of great concern to us, an our board of directors at a meet- 
ing held April 3, 1956, voiced its opposition to this legislation—a copy of the 
resolution is herewith attached—and directed me as secretary-treasurer to solicit 
your help in defeating this proposed legislation. 

As you well know, the farmer is today suffering on account of high cost of 
operation and low income,. Interest rates continue to increase. The proposed 
legislation will add to the cost of the farmer. 

No greater service can be rendered to farming America than the refusal of 
Congress, at this time, to tinker with the Farm Credit Act of 1933. 

Yours very truly, 
S. F. TRAMMELL, 
Secretary-Treasurer, Alexandria Production Credit Association. 


RESOLUTION PERTAINING TO PROPOSED LEGISLATION TO CONSOLIDATE THE FICB’s 


AND PCC’s, ApoprepD By THE Boarp or Dtrectors AT A MEETING HELD APRIL 
3, 1956 


We, the board of directors of the Alexandria Production Credit Association, 
Alexandria, La., have carefully reviewed the proposed legislation designed to 
consolidate the Federal intermediate credit banks and the production credit cor- 
porations. Although the district advisory committee has not met to take action 
on the proposed legislation, we herewith place upon record our preliminary pro- 
test to the legislation cognizant that it also affects the production credit associa- 
tions. It is the unanimous consensus of this board that he production credit 
corporations haye played a great part in building the farm credit system, and 
in view of the high cost of operation and low income of the farmer, it would be 
unwise to make such a change at this time in a system that has proven over a 
period of 22 years to be successful. 

It is the unanimous opinion of this board that the enactment of the proposed 
legislation at this time would be detrimental to the farmers ; that more decentrali- 
zation of power, rather than less, in the Washington office would be to the best 
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interest of the farm credit system. The proposed consolidation would not prove 
to be an economy move, in our opinion, but would increase the cost of opera- 
tion of the Federal intermediate credit banks which most likely would be passed 
on to the farmer users. It is our very sincere and strong belief that the proper 
method to improve the system, and to curtail expenses, is to “streamline” the 
operation of the production credit corporations and the Federal intermediate 
credit banks, and retain them as separate institutions. 

The only reason given for the proposed consolidation is to affect savings in 
operating cost. We think the saving will be insignificant. The production 
credit associations are service organizations and have played a great part in the 
economy of the farmers since organization in 1933. A slight saving accompanied 
by less service will work to the disadvantage of our system. In view of the 
present agricultural conditions, this board feels that it may become necessary 
for the Government to lend more support to short-term credit instead of less. 
The amount of Government capital in our system is insignificant compared to 
the service rendered to the Nation’s economy. 

This board doubts that a bank of discount should ever be the supervisory 
agency of the associations, the lenders. This is based on our 22 years of ex- 
perience with the Federal intermediate credit banks. 

Since organization this association has made 16,978 loans to farmers for a 
total of $31,732,909 and now have 1,847 members. According to their sentiment 
they are satisfied with the present system which is dependable and adjustable 
to farm needs, and do not support any change; furthermore, the proposed legis- 
lation was not begun by our farmers. The cost of the system is largely borne 
by its users. Most of the 498 PCA’s are wholly farmer owned and the Govern- 
ment’s investment in the system is small. This association has paid back to 
the Government every penny of tis peak investment of $385,000. 

Finally, the proposed legislation would revamp the system through consoli- 
dation of the FICB’s and PCC’s; and, in our opinion, would be an exchange of a 
satisfactory setup for a questionable experiment, which could easily result in a 
considerable higher cost to the farmer and a serious crippling of the service to 
him. Therefore, it is recommended that there be a delay in any new legislation 
until agriculture is on a sounder basis. 

This copy is being sent to you upon specific instructions of our board. 

S. F. TRAMMELL, 
Scceretary-Treasurer, Alexandria Production Credit Association. 


ArcaptA, La., April 16, 1956. 
Senator ALLEN J. ELLENDER, 


United State Senate, Washington, D. C. 

DEAR SENATOR ELLENDER: The board of directors, who represent approxi- 
mately 1,500 farmers who are member-patrons of this association, has requested 
that I write you expressing their views regarding the proposed legislation de- 
signed to consolidate the Federal intermediate credit banks and production credit 
corporations. 

From the information given us, the main idea behind the proposed consolida- 
tion is to effect savings in the operation of the two institutions. After a very 
careful study, we can see that little, if any, economy would result. 

As our supervising agency, the Production Credit Corporation has always been 
most cooperative in permitting this association to retain sufficient capital en- 
abling us to finance farmers in our area who have for economic reasons, con- 
verted from row crops to more diversified operations, such as livestock, dairying, 
poultry, ete. It is strongly felt that an independent agency such as the Pro- 
duction Credit Corporation would have a more sympathetic understanding of 
farmers’ needs than an agency extending the credit and which has heavy re- 
sponsibility to the purchasers of its debentures. 

In other words, we feel that the system is working to the entire satisfaction of 
all concerned and we earnestly solicit your cooperation and influence in trying 
to at least postpone this legislation until agricultural conditions are more favor- 
able. 

Resepctfully yours, 


Roy Brice, 
Secretary-Treasurer, Arcadia Production Credit Association, 


76921—56——__14 
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OpeLousas, LA., April 23, 1956. 
Hon. ALLEN J. ELLENDER, 
Chairman, Senate Agricultural Committee, 
Senate Building, Washington, D.C. 


Dear SENATOR ELLENDER: The directors of our association asked that I write to 
give you their views on the proposed legislation for the purchase of the Federal 
intermediate credit banks and the production credit corporations by the produc- 
tion credit associations. 

It is the feeling of our directors that no legislation should be passed at this 
time. The cost of.meney has*been rising steadily for the past year and it doesn’t 
look like the peak has.been reached. The interest rate charged our borrowers 
is high enough so it was necessary that this association absorb some of the in- 
creases. Any future increase will also have to be absorbed. Disturbing the 
present setup of the FICB’s and PCC’s may result in an increased cost to us 
of our money and that would make the situation worse. We are operating on a 
very narrow margin now. 

Should the Congress feel that legislation is necessary at this time, we recom- 
mend the bill offered by the Farm Credit Board introduced as H. R. 10285, or any 
identical bill. It would be to our advantage if the effective date of such legis- 
lation be deferred for about 5 years. 

Any help that you can give will be greatly appreciated. 

Very truly yours, 
CLARENCE HARMON, Jr., 
Secretary-Treasurer, Opelousas Production Credit Association. 


TWIN FAtts Ipano, April 21, 1956. 
Hon. Gracie Prost, 
House of Representatives, 
Washington, D. OC. 


Dear Mrs. Prost: We have had the opportunity of going over the proposed 
bills to be presented to Congress by the Federal Farm Credit Board, and wish to 
again urge that Senate bill No. 3549 and House bill 10285 be approved as 
written, as they. come nearer meeting with the approval of our board and with 
the plan that was discussed last summer in our district conference at Spokane. 

The three amendments to Senate bill No. 3549, and included in Senate bill 
No. 3550, do not meet with our board’s approval. On page 5, line 19, also on 
page 16, line 20, they are substituting a much reduced revolving fund. The 
associations have never, since their inception, gone through a recession, and we 
are doubtful if these revolving fund reductions would be wise. 

On page 12, lines 23 to 25, where the Government is to hold its interest in the 
surplus and reserve account, this is particularly objectionable since we feel that 
these surplus and reserves were built up at the expense of the associations and 
their members through the interest rate charged, and that the Federal Govern- 
ment has no right to retain any interest in the same. The third change on page 
23, subsections A and B of section 201, which would continue the budget pro- 
visions of the Government Corporation Control Act until the entire Government 
eapital is retired, it seems to us that this should be eliminated even under the 
mixed ownership, since under the new law the PCA’s contract to take the Gov- 
ernment out in full. 

May we urge that you use your good influence to see that Senate bill No. 3549 
and House bill No. 10285 be approved as presented by the Farm Credit Board, 
without the above-mentioned amendments? 

Yours very truly, 
C. C. Haynie, 
Secretary, Southern Idaho Production Credit Association. 


Casper Wyo., April 14, 1956. 


Hon. Joseru ©. O’MAHONEY, 
Senate Office Building, 
United States Senate, Washington, D.C. 
Dear Senator O’MAanHonEY: We have been studying carefully the recently in- 
troduced farm credit legislation, which as you know, provides for the merger 
of the production credit corporation (the supervising agencies of the production 
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credit associations) and the Federal intermediate credit banks (the discount 
agencies. The proposal also provides for the purchase by the production credit 
association of the capital of the merged institutions, through an intiial contri- 
bution, payable in 3 years, and the balance to be acquired over a period of years 
through the net earnings of the banks. The legislation also contains other 
provisions, among them features which would obviously result in increased 
cost of money to the production credit associations, and which would have to 
be passed: on to the borrowers. 

While we subscribe to: the theory of ultimate complete ownership of the 
System by the production credit associations and their members, we question 
the advisability of forcing the purchase of these agencies on the association at 
this time, due primarily to the reason stated above—namely, the probable cost. 
This cost to associations can only be estimated, and will depend to a large 
degree on the margin of profit on which the banks will operate. And this margin 
will also have a bearing on future earnings which will determine the amount 
of funds available each year for patronage refunds. These refunds of course, 
will be issued in Federal Intermediate Credit Bank stock and, as such asso- 
ciation owned stock increases, Government owned capital will be retired. 

Our board of directors is unanimous in its opinion that the whole matter 
should be given another year or two of study before it is offered as legislation, in 
an effort to work out a more practical and equitable approach. 

Senate bill 3564 and House bill 10285 are the Farm Credit Board’s final version 
and are, we are told, identical. Senate bill 3550 was offered by the Budget Bureau 
as an alternate measure and obviously does not have the support of any 
interested parties. It provides for a reduction in the revolving fund, retention 
of the surplus by the Treasury in event of liquidation and would keep the new 
institution under the control of the Bureau of the Budget. 

There will, of course, be some opposition in addition to ours, to the Farm 
Credit Board’s bill but, from what we are able to learn, many associations 
over the country are supporting it. So it would appear that the bill possibly has 
a fair chance of passage. If such is the case we would like to have the Wyoming 
congressional delegation offer an amendment—copy of which is attached to this 
letter. 

By way of explanation of this suggested amendment we might state that under 
the section of the bill referred to, the Governor of the Farm Credit Administra- 
tion has the authority to reallocate Government-owned capital among the various 
districts. Those districts relinquishing capital under this authority would 
sacrifice income that would otherwise be available to them to aid in offsetting 
some of the additional expense that would be incurred by reason of the merger 
of the two institutions. We have been informed, through reliable sources, that 
under this reallocation authority, this district (8) would lose about $3,500,000 in 
capital and would result in a loss of approximately $87,500 in income annually. 
Capital funds are normally invested in Government bonds that return about 
2% percent. 

Consequently, it is felt by the members of our board, as well as others in this 
district, that if the authority to enhance capital to some districts as the expense 
of others were deferred for 5 years it would be more equitable for all concerned. 
It would permit those districts for which reduction is planned to enjoy the income 
for that period of time, thereby aiding in building reserves and offsetting expenses 
that would otherwise be directly or indirectly borne by the associations. At the 
end of the 5-year period, it might not be so unpractical or unfair to permit the 
reallocation, if the need then existed. Those district banks requiring additional 
aa structure now could obtain paid in surplus funds from the revolving 
und. 

We are appreciative of the splendid cooperation you have always extended us 
and thank you for your help in this matter. Kind personal regards. 

Very truly yours, 

L. F. Davis, 
Secretary-Treasurer, Wyoming Production Credit Association. 


SUGGESTED AMENDMENT TO H. R. 10285 anp S. 3564 


Insert after the word “banks”, page 4, section 205 (A) (1), line 25, the follow- 
ing: “Provided, however, That no such reallocation shall be made by the Governor 
until this act has been in effect for a period of 5 years.” 

We do not have a copy of S. 3564, which is reportedly identical with H. R. 
10285. This amendment has been prepared as it refers to H. R. 10285—-section, 
page and line number, etc. 
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STATEMENT FILED By J. OLNEY Brott, GENERAL COUNSEL, AMERICAN 
BANKERS ASSOCIATION 


The Nation’s banks extend more credit to farmers for production purposes 
than any other lending agency. At the beginning of 1956, banks held $3,249,- 
541,000 in production loans, while the Production Credit Associations held 
$653.478,000 and the Farmers’ Home Administration held $392,191,000. The 
members of the American Bankers Association, representing over 98 percent of 
the Nation’s banks, number among their customers the vast majority of the 
farmers in the United States. We are, therefore, deeply interested and con- 
cerned in legislation affecting farm credit. 

We are generally in sympathy with the objectives of S. 3549, 8. 3550, and 8. 
3564 to facilitate farmer ownership of cooperative credit institutions and retire- 
ment of Government capital therein. These proposals would eliminate overlap- 
ping authority and some other undesirable features of the present Farm Credit 
Administration short-term agencies. There are, however, important provisions 
of the bills with which we are not in accord. 


RETIREMENT OF GOVERNMENT CAPITAL 


Our association has long recognized the right of farmers and others to or- 
ganize cooperative businesses, including credit institutions. At the same time, 
we have consistently maintained that it is not the function of Government to pro- 
vide free capital or other subsidies to these cooperatives which are, after all, 
organized for the benefit of special groups. Accordingly, it has long been our 
view that when free Government capital has been provided for cooperative 
agencies, it should be returned in the shortest possible time. As the Government 
strives to reduce expenditures and to achieve a balanced budget, every user of 
Government capital should recognize the need for immediately returning to the 
Treasury every dollar possible. The provisions for the return of Government 
capital contained in these bills are inadequate, and there is no provision whatso- 
ever for return of surplus earned with Government funds. 

Under the terms of 8. 3549 and 8. 3564, only the capital of the production credit 
corporations transferred to the Federal intermediate credit banks, amounting to 
$31.5 million according to the September 30, 1955, figures shown in the Treasury 
Bulletin for January 1956, would be returned to the Treasury in the form of 
miscellaneous receipts. The balance of $60 million would be paid into a revolv- 
ing fund from which the Governor of the Farm Credit Administration at his dis- 
cretion could supply additional Government capital through future subscriptions 
to class A stock of the banks. S. 3550 provides for an additional $30 million to 
be paid to the Treasury as miscellaneous receipts, with the balance to go into the 
revolving fund. We believe it is contrary to sound Government fiscal policy to 
earmark funds to supply Government capital at some future date. Agencies in 
need of additional capital should be required to go before the Congress to justify 
the need for such funds and provide an opportunity to study and appraise their 
operations. Although 8S. 3550 represents a move in the right direction, we recom- 
mend that all proceeds of class A stock retirements be paid into the Treasury 
as miscellaneous receipts. 


REPAYMENT OF SURPLUS 


While the bills before this committee provide for eventual retirement of Govern- 
ment capital of these agencies, they make no provision for the return to the Gov- 
ernment of the $2.4 million in paid-in surplus of the Federal intermediate credit 
banks or the combined earned surplus of the two agencies of $63.5 million. 

These amounts represent Government investment in these two agencies created 
as the result of the use of Government capital without charge. These surplus 
funds rightfully belong to the Government. We believe that provision should be 
made for the prompt repayment to the Treasury of these surplus funds. 


EXPENSE OF PCA SUPERVISION 


These bills propose that the income derived from the surplus transferred from 
the production credit corporations should be used to pay the expenses of the 
Federal intermediate credit banks in. providing supervision and assistance to 
the production credit associations. We fail to see why the PCA’s should not pay 
for their supervisory services as do other financial institutions. 

It is interesting to note that the Comptroller General of the United States in 
his report on audit of corporations of the Farm Credit Administration for the 
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fiscal year ending June 30, 1954, made the recommendation “that the Congress 
consider requiring the production credit associations to pay the cost of their 
supervision, which is now being paid by the production credit corporations.” In 
support of this recommendation, the report states that, “We believe that the pro- 
duction credit system, assisted by the Federal Government since 1983, has now 
become firmly established and should be more nearly self-supporting and that 
the supervision of the associations is a form of direct service, the cost of which 
should be borne by the associations.” 


FRANCHISE TAX 


The bills continue the present requirement that the banks pay a franchise tax 
to the Treasury, although application of earnings is somewhat changed. We 
have repeatedly taken the stand that the cooperative agencies of the Farm Credit 
Administration which have Government capital should reimburse the Treasury 
for the use of that capital on a basis at least comparable with the cost of the 
funds to the Treasury. The provision for the franchise tax contained in these 
bills is inadequate to attain the objective. We believe that the Federal inter- 
mediate credit banks as business enterprises have reached a stage of develop- 
ment where they have no need for further subsidy. 

Generally, taxes are considered a fixed charge against earnings as a current 
operating expense, yet under the provisions of these bills the franchise tax will 
be payable only out of earnings remaining after certain amounts are set aside 
to restore capital impairments and to create and maintain surplus and reserve 
aceounts. Even then, this tax will be further limited to not more than 25 percent 
of remaining earnings. We recommend that these provisions be amended to 
require the- Federal intermediate credit banks to pay as a first charge against 
their earnings an amount on their Government capital equal to the cost of funds 
to the Treasury. 

TREATMENT OF RESERVES 


According to the 1954-55 Annual Report of the Farm Credit Administration, 
the Federal intermediate credit banks, as of June 30, 1955, had a combined 
reserve for contingencies of $18,475,000. Under the bills now being considered 
each bank would establish a new surplus account by consolidating its present 
reserve for contingencies with its present surplus account and the surplus of 
the production credit corporations transferred to the bank. When this pro- 
vision is considered with the provision for the annual application of earnings 
which apparently contemplates the building up of a new reserve account from 
scratch by setting aside 25 percent of annual earnings remaining after making 
good any impairment of capital and surplus until such reserve account equals 
25 percent of outstanding capital stock and participation certificates, it would 
appear to have the effect of greatly extending the period before final retirement 
of class A stock by reducing the amount of earnings available for patronage 
dividends in the form of class B stock and participation certificates. We recom- 
mend that the present reserve for contingencies be retained as a part of the 
reserve account of the banks in order that the maximum reserve of 25 percent 
of outstanding capital stock and participation certificates be reached more 
quickly, which would sooner make available a larger portion of annual earnings 
to be applied to patronage dividends in the form of class B stock and par- 
ticipation certificates. 

We appreciate this opportunity of presenting our views on this important 
legislation. We have endeavored to take a constructive approach in offering 
our recommendations for changes in these bills. We believe that the changes 
we have proposed are consistent with the principles set forth in the “declaration 
of policy” contained in the bills and at the same time will aid the Government 
in achieving its fundamental aims of a balanced budget and reduction of the 
Federal debt. We sincerely hope that our recommendations will merit your 
careful consideration. 


STATEMENT Fiiep By James E. WELLS, Jr., Executive Vick PRESIDENT, FARMERS 
UnIon Livestock Assocrarion, Sourtm Sr. Paun, Muyn., REPRESENTING THE 
NATIONAL FARMERS UNION 


The National Farmers Union recommends that H. R. 10285 be approved without 
amendments by your committee, and it is recommended that the Congress pass 
H. R. 10285 when approved by your committee. 
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As executive vice president of a farmers’ cooperative, I have a double interest 
in this legislation, both in its effect on cooperative banks and on individual 
farmer loans. I have been closely associated with credit problems for a long 
time. For many years I was deputy governor of.the Farm Credit Administra- 
tion and commissioner of the banks for cooperatives. 

Especial consideration was given to the fact that by the merger of the pro- 
duction credit corporations in Federal intermediate credit banks duplications in 
the review of rediscountable paper and other functions will be eliminated and 
costs reduced. Some have thought that there should be a separate corporation 
for supervision and a separate corporation for rediscounting. Such an arrange- 
ment would continue the inefficiencies that now exist; the bill provides for ade- 
quate departmentalization for the administration of these two functions; these 
functions would be cared for under the merged banks in a manner similar to that 
followed by the Federal Reserve System and the Federal land banks. 

Questions have been raised as to whether other financial institutions, other 
than the production credit associations, that are authorized to borrow and re- 
discount with the merged Federal intermediate credit banks would receive credit 
under the merged banks as adequate as the credit which they have received dur- 
ing the past. It is believed that better credit service will be received by the other 
financial institutions under the merger plan. The authority and the directive to 
do so are clearly written into the bill; Farm Credit Administration officials have 
informed us that every effort will be made to make these functions operate 
effectively. 

In regard to the borrowings by the bank for cooperatives, it is believed that 
their credit needs will be provided for better under the merged Federal inter- 
mediate banks. The credit needs of the banks for cooperatives may be met at 
the farm credit district level rather than at the Washington level with less lost 
motion and with increased efficiency. 

If any amendment were to be offered, consideration might be given to permit- 
ting intermediate credit up to 10 years instead of the 7 years provided in the 
bill; however, it seems desirable first to obtain experience in the selling of 
debentures of the Federal intermediate credit banks under the 7-year term. 

The retention of the name Federal intermediate credit banks, the capital 
structure left with the banks after the merger, and the revolving fund provided 


for additional capital requirements appear ample for the continuous sale of de- 
bentures of the system to the investing public; these provisions seem adequate 
for any foreseeabel future contingencies. 

All in all, the passage of the bill will provide improvements in the efficiency 
of operations, a possible reduction in costs of operations, a centering of responsi- 
bility in the rediscounting of paper, and a capital base so that adeqate lending 
funds may be made available through the sale of debentures. 


STATEMENT Firep By JreRoMe J. BurRKE, SECRETARY-MANAGER, PRODUCERS LIVE 
Stock Crepir Corp., CHICAGO, ILL. 


The Producers Live Stock Credit Corp., of Chicago, lends money for cattle 
and sheep production to farmers and ranchers over 12 Midwestern States. 

Since organization in April 1924, the Producers Live Stock Credit Corp. has dis- 
counted with the Federal Intermediate Credit Bank of St. Louis, and is the larg- 
est single discounter with that bank. 

Because we feel that the proposed legislation is discriminatory and unsound, 
we definitely oppose it. We oppose this bill for the following reasons: 

1. We object to paying part of the cost of supervision of the production credit 
associations. There seems to be no precedent for this, as the other financing 
concerns of this country pay for their own supervision. 

2. Other financing institutions will, while acquiring participation certificates, 
have no vote in Federal intermediate credit bank affairs. The voting stock is all 
to be held eventually by the production credit associations. This is gross dis- 
crimination. 

8. Upon liquidation, the surplus accumulated prior to this bill becoming law 
will go to the production credit associations as B stockholders. This surplus ac- 
tually belongs to the United States Government. However, if it is not to revert 
to the Government, then it should be distributed equitably to the users, including 
both production credit associations and the other financing institutions. The 
other financing institutions have been contributing to this surplus since 1923. 
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4. The collateral requirements should be uniform. Any restrictions should be 
based on the qualifications of the farmer-borrower and the financial condition of 
the discounting agency. The collateral requirements should not be based on 
whether the discounting agency happens to be classified as a production credit 
association or as an other financing institution. These differences in collateral 
are set forth in sections 202a (1) and (2) and section 6 (i) (1). 

5. Terminating employment of Federal intermediate credit bank employees is 
unnecessary as the Federal intermediate credit banks are not being liquidated 
as are the production credit corporations. 

6. This bill requires the purchasers to pay for 15 percent of the stock within 
a period of 2 years. Under present agricultural conditions this requirement will 
be difficult to accomplish unless the Governor, under powers granted, uses the 
revolving fund to provide many of the purchasers with the funds needed to finance 
the purchase. 

All of the above objections to the bill, however, are secondary. The principal 
objection we have is changing the status of the Federal intermediate credit bank 
system at this time. We believe this will increase rates to farmer and rancher 
users. We recommend that this bill be rejected and the Federal intermediate 
credit banks maintained on their present basis. 

The Federal intermediate credit bank system has an enviable reputation, ac- 
quired from 33 years of furnishing sound, dependable, and effective agricultural 
credit throughout the country, at minimum cost to the Government. This reputa- 
tion is reflected in the confidence of the investing public in the Federal intermedi- 
ate credit banks’ public offerings of debentures. 

The Federal intermediate credit bank program should not be disturbed at this 
critical period. We recommend the rejection of this bill. We have read the testi- 
mony of P. O. Wilson, secretary-manager of National Live Stock Producers Asso- 


ciation, and we are in complete agreement with that statement and endorse it in 
its entirety. 


STATEMENT FILED By W. A. HAMBRIGHT, SEORETARY-TREASURER, SouTH CAROLINA 
FEDERATION OF PRODUCTION CREDIT ASSOCIATIONS, SPARTANSBURG, S. C. 


My name is W. A. Hambright, secretary-treasury of the Spartanburg Production 
Credit Association, Spartanburg, 8S. C., and I am also a farmer residing in 
Cherokee County. Mr. E. B. Sanders, president of the South Carolina Federation 
of PCA’s, has requested that I appear here representing our State federation in 
the capacity of its secretary-treasurer. Mr. Sanders asks that I express his re- 
grets in his inability to be here at this hearing. 

We deeply appreciate the opportunity to appear before this committee to ex- 
press our views on this important subject. 

We are here in behalf of the farmers who own the 21 PCA’s in South Carolina 
in support of bill H. R. 3564. 

We are here to oppose the enactment of certain parts of bill S. 3550 because, in 
our opinion, certain proposals in the bill are detrimental to the welfare of the 
production credit system, and jeopardize the plan of making the intermediate 
credit banks completely farmer owned. 

On December 1 and 2, 1955, a districtwide meeting for directors and secretary- 
treasurers comprising the 87 PCA’s in the Third Farm Credit District was held 
in Columbia, S. C. It should be emphasized that this was a 2-day meeting held 
for the purpose of discussing the proposals of the principies contained in bill 
S. 3564, and for obtaining the grassroots thinking from directors throughout the 
district. After a day’s explanation and discussion of the bill the meeting split 
up into State groups for further consideration of the principles contained in this 
bill, then on the following day reconvened and voted unanimously to support the 
principles contained in 8. 3564. 

We believe that this bill represents the majority of the thinking of the directors 
and officers of the production credit system. At the suggestion of our Federal 
Farm Credit Poard, the Governor and his staff conducted a hearing in each of 
the 12 farm credit districts during the latter part of the year 1955. At these 
meetings opportunity was given for free expression of thought concerning the 
proposed legislation. We believe this bill represents a sincere effort to reconcile 
many different points of views found in associations through the Nation and other 
financing institutions using the services of the credit banks. 

Section II of the Farm Credit Act of 1953 states the policy and intent of the 
Congress with respect to the management, control, and ownership of the farm 
credit system. It reads: 
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“Sec. 2. It is declared to be the policy of the Congress to encourage and 
facilitate increased borrower participation in the management, control, and ulti- 
mate ownership of the permanent system of agricultural credit made available 
through institutions operating under the supervision of the Farm Credit Ad- 
ministration, and the provisions of this act shall be construed in keeping with 
this policy. The Federal Farm Credit Board hereinafter provided for shall 
within 1 year after appointment make recommendations to the Congress of means, 
supplemental to those provided by this act, of carrying into effect such declared 
policy, including, but not limited to, means of increasing borrower participation 
in ownership of the Federal farm credit system to the end that the investment 
of the United States in the Federal intermediate credit banks, production credit 
corporations, central bank for cooperatives, and regional banks for cooperatives 
may be retired.” 

We like this policy statement and want to see it activated and its objectives 
accomplished. 

The declared policy of S. 3564 proposes to carry out these objectives and signifi- 
cantly proposes to merge the production credit corporations in Federal inter- 
mediate credit banks, and to facilitate farmer ownership of the merged banks 
and retirement of Government capital therein. 

The proposal to merge these institutions makes good sense to us. It should 
promote efficiency within the system and lower the expense of supervision to the 
associations. 

We are opposed to the enactment of S. 3550, page 5, line 19, which in effect 
would reduce the revolving fund of the 12 Federal intermediate credit banks 
from $100 million to $70 million. We believe that, with the proposed merger 
effected, the revolving fund may be needed and that it should remain at $100 
million. 

Also, we are opposed to the language on page 12, lines 23 to 25, which would 
have the effect of giving the Federal Government a continuing interest in the 
surplus and reserves of the credit banks after all Government capital has been 
retired. We think the surplus should be retained in the system because Con- 
gress has already set a precedent for leaving surplus in the Federal land bank. 
A second reason is that much of the surplus of the production credit corpora- 
tions was earned in this manner: In the early days of the associations they 
owned 4 percent Government securities. Under an agreement that the corpora- 
tion invested this money into the associations, in those early days, they had a 
bond-repurchase agreement which gave them authority to do this, which they did. 
They told us that they were going to sell our 4 percent securities because they 
were at a high premium. The corporation took the profits of that, and gave to 
the associations, eventually, 2144 percent securities. 

A considerable amount of money was made on this transaction, and that is a 
part of that surplus. We think that surplus rightfully belongs to our associa- 
tions, our farmer members. Since the Congress has treated the Federal land 
bank as they did with respect to the surplus, we think that the farmer members 
own the surplus in the corporations, and therefore, think that this surplus should 
remain in the system. 

We think it is important that the surplus be left as a cushion to help defray 
expenses of administration and supervision. We think the Farm Credit Act is 
good—it is important to agriculture, but the Farm Credit Administration is 
not serving its intended purpose unless adequate provisions are made to enable 
PCA’s to extend credit to the farmers at a reasonable cost. The overall cost 
of money to farmers in our Association is now approximately 8 percent. We 
think that is too high. 

‘ Then, on page 23 of S. 3550 we oppose the language under subsection (a) 
which combines into a single subsection the subsections (a) and (b) of 201 
of bill S. 3564. The effect of this change would be to keep the intermediate 
credit banks subject to the budget provision of the Government Corporation 
Control Act until the last dollar of Government capital is retired. 

We hope that the Congress will enact the proposed legislation contained in bill 
S. 3564 and other identical bills which have been introduced. We believe that 
the end result of this act is designed to provide agriculture with a permanent 
source of credit and to enable PCA’s to ultimately own the Federal Inter- 
mediate Credit Banks, which was the original intent of the Congress as set 
forth in section II of the Farm Credit Act of 1953. 
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SraTEMENT Fiuep By Carvos Van, SmitrH, SsereTaRy-TREASURER, AND W. D. 
WALKER, PRESIDENT, Waco Propuction Creprr ASsSoOcIATION, Waoo, Tex. 


We shall discuss here S. 4564, introduced by Senator Holland, of Florida; 
H. R. 10285 introduced by Representative Cooley; H. R. 10286 introduced by 
Representative Hope, of Kansas; H. R. 10315 introduced by Representative 
Poage, of Texas. These four bills are identical in text. Hence we shall refer to 
4 them in the singular. 
a We have agreed with the majority of the production credit associations of our 
q listrict that this bill, as far as it goes, is a good bill. We have no disposition 
, delay or impede its passage, if it is what the production credit associations 
of the entire system want and if the objections which we shall raise herein are 
met. 
i Our association however, is one of those whe feel that some important things 
i have been left out of the bill. The objections which we shall raise have been 
alled to the attention of the Federal Farm Credit Board heretofore, with recom- 
mendations for their remendy, but without result. Therefore, we shall present 
s our objections and recommendations to the Congress, hoping they may be received 
with more consideration. 


‘a Objection No, 1: No provision for “increased control” 


This legislation, like the “Farm Credit Act of 1955,” is designed to comply with 
the statement of policy contained in the Farm Credit Act of 19538 (Public Law 
202), which says: 

“It is declared to be the policy of the Congress to encourage and facilitate 
increased borrower participation in the management, control, and ultimate 
ownership of the permanent system of agricultural credit made available through 
institutions operating under the supervision of the Farm Credit Administration, 
and the provisions of this act shall be construed in keeping with this policy.” 

It has been, and is, our belief that “control should go with ownership.” It 
was to be expected that the Federal Farm Credit Board, in preparing this bill, 
would have had due regard to the statement of policy of the Congress quoted 
above, which specifies “management, control and ultimate ownership” as its 
goals, not simply ownership. Yet this bill fails to make any provision for the 
purchasing associations to acquire increased control of the merged Federal inter- 
mediate credit bank as they acquire ownership. 

Our association, in common with many others, feels that the present arrange- 
ment, under which the PCA’s of a district have 2 elected directors on a district 
board of 7 men, dees not constitute control. This arrangement is fairly satis- 
factory so long as we do not own the credit bank, but when we have invested our 
money and have retired the Government capital from the merged bank and 
own it, we cannot agree that 2/7 representation on the board of directors will 
xive us effective control. The proposed act does not provide for voluntary par- 
ticipation in the purchase of stock in the bank, but makes it compulsory for the 
PCA’s to invest their capital. This is doubtless necessary to the success of the 
plan for retirement of the Government capital, but it would seem that simple 
justice would dictate that the same act should provide the means for giving the 
purchasing associations “increased control” along with their progressive assump- 
tion of ownership. And, we repeat, this clearly is the intent of the Congress as 
quoted above from the act of 1953. 

If it be thought that the omission of provision for controls from this bill is 
an oversight, let us look at the “Declaration of Policy” (sec. 2.), which reads 
as follows: 

“It is declared to be the policy of the Congress to continue to provide agri- 
culture with a sound, dependable, and effective source of credit; to promote the 
efficiency of the farm credit system by merging production credit corporations 
in Federal intermediate credit banks and to facilitate farmer ownership of the 
merged banks and retirement of Government capital therein: to encourage and 
promote the continued growth and development of the production credit associa- 
tions as self-supporting cooperative lending institutions operating on a sound 
credit basis with maximum local authority to determine credit needs and loan 
policies consistent with the maintenance of a national production credit system ; 
and to continue to provide other financing institutions making loans to farmers 
and ranchers with the right to borrow from and rediscount with such merged 
banks on a basis comparable with the production credit associations regardless 
of the ownership of such banks. The provisions of this Act shall be construed 
in keeping with this declaration of policy.” 
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This declaration appears to have been very carefully written, and it makes 
it appear that the Congress has backed away from the policy contained in the 
Farm Credit Act of 1953, previously quoted. Notice that it omits any reference 
to “management and control” and bears down on “farmer ownership” only. 
Without attempting to impugn motives, we are nevertheless faced with these 
questions : 

Why did the Federal Farm Credit Board feel it necessary to restate the 
policy of the Congress? 

Why did it not simply let the original (1953) declaration of policy stand 
and reaffirm it? 

Does this indicate that the Farm Credit Administration now looks askance 
at “borrower participation in management and control” and would limit 
borrower participation to ownership only? 

We can only raise these questions not answer them. But we can state posi- 
tively that the production credit associations of the Nation have not changed 
their views and they are expecting the policy adopted in 1958 to be carried out. 
We do not believe that the Congress has changed its policy, and we submit that 
the proposed declaration of policy does not properly represent nor express the 
policy of the Congress. 

If this be considered an unimportant matter, let it be remembered that several 
attempts have been made in the past, by persons and interests opposed to the 
principle of farmer-borrower control of our system, to reverse our plan and to 
gather up the controls in Washington. Although these attempts were thwarted, 
we are not at all certain that further attempts will not be made. We hope there 
are no longer any persons in the Farm Credit Administration who disapprove 
of the principle of borrower management and control of our agricultural credit 
system, but if there are, the proposed restatement of congressional policy in the 
aforementioned declaration of policy, if enacted, would be a useful tool for their 
purposes. 

Recommendation.—We recommend : 

(1) That the declaration of policy in section 2 be rewritten or amended so as 
to reaffirm in all particulars the policy contained in the Farm Credit Act of 1953. 

(2) That the bill be amended to provide that the purchasing associations shall 
obtain control of the merged Federal intermediate credit banks progressively 
as they acquire ownership. (Our association favors the plan of separate, but 
interlocking boards of directors for the three units of the Farm credit system in 
each district.) 


Objection No. 2: No provision for hardship cases 


The attention of the Federal Farm Credit Board was called to the absence 
from this bill of any provision for allowing an extension of time for the initial 
investment of association capital in the merged bank where it would cause an 
association hardship. In our district, several associations have been and are 
experiencing a prolonged drought. In others, there are associations that, due to 
limited capital and smal lincome, may find it hard to meet the scheduled pay- 
ments on time. Our association, being a more or less average PCA, would have 
to take about $26,766 out of our present working capital, in 3 installments 
over a period of 2 years. This is equivalent to 90 percent of our total profits for 
the past 5 years, and is equal to 6.7 percent of our present capital and surplus. 
We doubt if we can take this amount out of our working capital without some 
impairment of our operation. We feel certain that a comparable withdrawal 
from the capital of those associations that are undergoing more difficult con- 
ditions would cause even more embarrassment to them, 

, We think that the bill should make provision for some flexibility in requiring 
the investment of association funds in the merged banks. If this is not done, 
and an association found itself unable to meet an installment, its only recourse 
would be to request the Governor of the FCA to invest some Government capital 
out of the revolving fund to take up the slack. It would be hard to imagine a 
more absurd situation than that of an association being obliged to get capital 
from the Government with which to retire Government capital from the bank. 

Recommendation.—That the bill be amended to permit the Federal intermedi- 
ate credit bank of a district to grant an extension of time for the initial 15- 
percent investment, or any installment thereof, to an association that would be 
unable to make such investment without serious hardship. 

We respectfully submit these recommendations to the consideration of all 
members of the Senate and the House of Representatives, and particularly to 
the members of the Committees on Agrictulture of the two Houses. 
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FREEporT, Itx., Aprid 23, 1956. 
Senator HOLLAND, 
Senate Agriculture Committee, 
Senate Office Building, Washington, D. C.: 


Board of directors representing 1,241 members of this association in favor of 
Senate bill S. 3564 and urge its passage. We would like this telegram included 
in the hearing now before your committee. 

H. B. MoCieary, 
President, Blackhawk Production Credit Association. 


BLOOMINGTON, Ixx., April 23, 1956. 
Senator HOLLAND, 
Senate Agriculture Committee, 
Senate Office Building, Washington, D. C. 


Senator Hortanp: The board of directors of this association representing 1,422 
members ask that this message be read into the record of the Senate agricultural! 
hearing of Senate bill 3564. We sincerely request that the committee act favor- 


able on this bill as it brings about economy of operation and provides the method 
for complete farmer ownership of the production credit system. 


ARTHUR W. NAFZIGER, 
President, Bloomington Production Credit Association. 


CHAMPAIGN, It1., April 23, 1956. 
Senator HoLLAnD, 
Senate Agriculture Committee, 
Senate Office Building, Washington D. C.: 
Board of directors of our association urges support of S. 3564 merging assets of 
production credit corporations and Federal intermediate credit banks, also favors 
amendment naming new merged institution production credit bank. 


J. Frep RoMINE, 
President, Champaign Production Credit Association. 


CHARLESTON, ILt., April 23, 1956. 
Senator HOLLAND, 
Senate Office Building, Washington D. 0.: 


Favor Senate bill 3564 merging assets of Federal intermediate credit bank and 
production credit corporation. Your support of bill will be appreciated. 


CHARLES R. PINNELL, 
President, Charleston Production Credit Association. 





GonzALEs, Tex., April 28, 1956. 
Hon. Spessarp L. Horzanp, 
Chairman, Subcommittee, 
United States Senate, Washington, D. C.: 


Reference Waco Production Credit Association’s expose in regards change in 
declaration of policy in Farm Credit Act of 1956, believe that the definite change 
should be investigated and see no reason why declaration of Farm Credit Act 
of 1956 should not be substituted with reference to claims of other financing 
institutions which have done business with intermediate credit banks much longer 
than PCA’s. We have no objection to treating them on parity with PCA’s as to 
ownership and control. We feel that they are being discriminated against in 
impending legislation. 


GONZALES PRODUCTION OREDIT ASSOCIATION. 
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JACKSONVILLE, ILL., April 23, 1956. 
Senator HoLLanp, 
Senate Office Building, 
Senate Agriculture Committee, Washington, D. C.: 
Jacksonville Production Credit Association urges passage Senate bill 3564 

We represent 600 farmers. 
Leroy O. Castie, President, 
G. E. Spencer, Secretary. 


JONESBORO, ARK,, April 23, 1956. 
Senator HoLuanp of Florida, 
Washington, D. C.: 

The Jonesboro Production Credit Association endorses Senate bill 3564. We 
believe your bill will make production credit associations fully farmer owned 
We suggest the name be changed from Federal Intermediate Credit Bank to 
Production Credit Bank. 

W. C, Stoan, President. 


KEWANEE, Itz, April 23, 1956. 
Senator HoLLAND, 
Senate Office Building, Washington, D. C.: 

Re Senate bill 3564: We wish to inform you that the Kewanee Production 
Credit Association with farmer membership of approximately 950 is in favor 
of this bill and urge you to vote favorable in your committee. 

Georece F. Hayes, President. 
C. E. HumMpnrey, Secretary-Treasurer. 


LAKELAND, F.A., April 11, 1956. 
Hon. Spessarp L. HOLLAND, 
United States Senator, Washington, D. C.: 

As directors of the Lakeland Production Credit Association, representing 583 
members, we very much appreciate Senate bill 3564, which you have introduced. 
We are thoroughly in favor of this bill. 

H. H. Howe t, 
PauL H. CALvin, 
D. E. CANNON, 

A. T. Race, Jr., 
R. L. Counctt, 


Macoms, ILt., April 23, 1956. 
Senator HOLLAND, 
Senate Office Building, Washington, D. C.: 
The board of directors of the Macomb Production Credit Association have un- 
animously endorsed Senate farm credit bill Number 3564 we would like to have 
this endorsement included in the minutes of the Senate hearing on the bill. 


GLEN VANCE, President. 





PITTSFIELD, Itx., April 23, 1956. 
Senator HOLLAND, 


Member Senate Commission on Agriculture, 
Senate Office Building, Washington, D. C.: 

Re Senate bill No. 3564 board of directors of Mississippi Valley Production 
Oredit Association representing 965 farmer members are wholly in agreement 
with the above bill and request they be registered as being in favor of its passage. 

Mississippr VALLEY PROpUCTION OREDIT ASSOCIATION, 
J. Wes Smiru, President. 
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MonmovutTH, ILL, 
April 23, 1956. 
Senator HOLLAND, 
Senate Office Building, Washington, D. C.: 


The board of directors of the Momouth Production Credit Association of Mon- 
mouth, IL, wants you to know that they unanimously favor Senate bill 3564 
now in Senate Agricultural Committee. 

Monmouth Production Credit Association, 
Orto STerrey, President. 


MARKED TREE, ARK., 
April 21, 1956. 
Senator HOLLAND, 
Wushington, D. C.: 


We, the board of directors, Poinsett Production Credit Association have gone 
over contents Senate bill 3564 introduced by you, and we favor the same and 
thank you for introducing it. Bill will provide ultimate ownership by farmers. 
Would like to see name changed to Production Credit Bank. 

H. P. Mapvpox, Sr., 
J. G. STUCKEY, Sr., 
J. H. PRestiper, Sr., 
Cc. O. Worrorp. 

L. V. Rrrrer, Jr. 


DANVILLE, ILL., 
April 23, 1956. 
Senator HOLLAND, 
Senate Agriculture Committee, 
Senate Office Building, 
Washington, D.C.: 

Our association asks that you support Senate bill 3564 to merge assets of pro- 
duction Credit Corporations and Federal intermediate credit banks. We favor 
amending the bill to name the Northwest merged bank Production Credit Bank 
of (name of city). 

LESTER M. Burp, 
President, Vermillion County Production Credit Association, 
Danville, Ill. 





